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“ A state municipal accounting system must possess two great 
virtues. It must not only be constructed on sound principles of 
public accounting, but it must be framed with due regard to uni- 
formity with the accounting systems, not only of cities within a 
single state, but of all cities in the country ” * 

Municipal accounting has not kept pace with commercial 
bookkeeping and factory cost records. The only books common 
to all towns and cities are those for entering cash receipts and 
disbursements. This mere recording of treasurers’ transactions 
is a primitive form of keeping records and leaves much to be 
desired when making up reports which will reflect the efficiency 
of administration on the part of municipal officers. 


BuREAU OF THE CENSUS RETURNS 


In preparing statistics of cities and towns it is necessary to 
make the most of the bookkeeping systems in vogue, primitive 
as they are in form, and prescribe a uniform system of returns. 
The Bureau of the Census was a pioneer in putting municipal 
returns on a uniform basis. Since 1903 official statistics of 
cities have been prepared along the lines indicated in the follow- 
ing chart: 


PAYMENTS CLASSIFIED BY BUREAU OF THE CENSUS 


General Government. 
Council and Legislative Offices, 
Chief Executive Offices, 


* The Government Accountant, April, 1911. 
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Finance Offices and Accounts, 
Law Offices, 
Miscellaneous Executive Offices, 
Elections, 
Municipal Buildings, 
Courts and Court Officers. 
Protection of Life and Property. 
Police Department, 
Militia and Armories, 
! Fire Department, 
Miscellaneous Inspection, 
Pounds. 
Health Conservation and Sanitation. 
Health Conservation. 
Health Department, 


Morgues. 
Sanitation. 
Sewers and Sewage Disposal, 
Street Cleaning, 
Refuse Disposal, 
Miscellaneous. 
Highways. 
General Supervision, 
General Street Expenditures, 
Street Pavements, 
Street Curbing, 
Sidewalks, 
Bridges other than Toll, 
Abolition of Grade Crossings, 
Snow and Ice Removal, 
Street Lighting, 
Street Sprinkling, 
Miscellaneous. 
Charities and Corrections. 
General Supervision, 
Poor Institutions, 
Outdoor Poor Relief, 
Care of Children, 
Miscellaneous, 
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Hospitals, 
Insane in Institutions, 
Prisons and Reformatories. 
Education. 
Schools. 
General Supervision, 
Elementary Day Schools, 
Day Schools for Higher Education, 
Night Schools, 
Schools for Special Classes, 
Pensions and Gratuities, 
Schools and Other Civil Divisions, 
Private Schools. 
Libraries. 
Art Galleries and Museums. 
Recreation. 
Parks, Gardens, etc., 
Baths, Bathing Beaches, 
Celebrations and Entertainments, 


Miscellaneous. 

Miscellaneous. 

i Miscellaneous Offices, 
Miscellaneous Objects, 


Damage Settlements and Judgments, 
Losses by Defalcation, Banks, Etc. 
Municipal Service Enterprises. 
Electric Light Systems, 
Gas Systems, 
Water Systems. 
Public Service Enterprises. 
Water Supply Systems, 
Electric Light Systems, 
Gas Supply Systems, 
Markets and Public Scales, 
Docks, Wharves and Landings, 
Subways for Pipes and Wires, 
Ferries, 
Toll Bridges, 
7 Cemeteries and Crematories, 
Institutional Industries. 
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Expenses of Invested Funds. 

Interest. 
On Debts for General Purposes, 
On Debts for Public Service Enterprises, 
On Debts for Invested Funds, 
On Debts for Local Improvements, 
On Outlay Accounts. 

Payments of Municipal Debt Obligations. 
General Bonds, 
Special Debt Obligations to Public Trust Funds, 
Debt Obligation to Other Civil Divisions, 
Special Assessment Bonds, 
Revenue Loans, 
Outstanding Warrants and Orders, 
Outstanding Judgments, 
Miscellaneous Debt Obligations. 

Miscellaneous Temporary Payments. 

Objects of Public Trust Funds for Nonmunicipal Uses, 
Objects of Private Trust Funds, 

Objects of Private Trust Accounts, 

For Investment Purposes, 

Refund Payments, 

Payments to Other Civil Divisions, 

Transfers. 

The principle involved in preparing the preceding chart of 
accounts is to classify payments by department, office, enterprise, 
or account, and by object for which made. 

In the forms prepared by the Bureau of the Census columns 
are provided for entering payments according to: 

Expenses. 

Salaries and Wages, 
Service Transfers, 
Miscellaneous, 
Total. 
For Outlays. 
Municipal Debt Obligations, 
Temporary Payments, 
Total Payments, 
thus obtaining the maximum information possible from an anal- 
ysis of the paid side of the cash book. Considerable confusion 
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/ exists in the minds of a good many municipal accounting officers 
as to just what constitutes “ Outlays.” The payment for any- 
thing which can be inventoried or is a es asset, such as a 
street pavement, is an outlay. 
The receipts by a municipality are known as revenue, muni- 
cipal service, municipal debt, and temporary receipts, according 
to the source, as indicated on the following chart: 


RECEIPTS CLASSIFIED BY BUREAU OF THE CENSUS 


From General Revenues. 
General Property Taxes, 
Special Property and Business Taxes, 
Poll Taxes, 
Liquor Licenses and Other Imposts, 
Other Business Licenses, 
Dog Licenses, 
General Licenses, 
Departmental Permits, 
Fines and Forfeits, 
i Subventions and Grants, 
! Gifts from Individuals and Corporations, 
Miscellaneous General Revenues. 
From Commercial Revenues. 
Special Assessments, 
Public Service Privileges, 
Minor Privileges. 
Interest. 
Sinking Funds, 
Investment Funds, 
Public Trust Funds, 
Original Loans, 
Current Deposits, 
Deferred Taxes, 
Deferred Special Assessments, 
| Other Sources. 
General Government. 
Council and Legislative Offices, 
Chief Executive Offices, 
Assessment and Collection of Revenues, 
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Other Finance Offices and Accounts, 

Law Offices, 

Miscellaneous Executive Offices, 

Elections, 

Municipal Buildings, 

Courts. 
Protection of Life and Property. 

Police Department, 

Fire Department, 

Miscellaneous Inspection, 

Pounds, 

Other Protection of Life and Property. 
Health Conservation and Sanitation. 

Health Department, Quarantine, and Morgue, 

Sewers and Sewage Disposal, 

Street Cleaning, 

Refuse Disposal and Other Sanitation. 
Highways. 

General Supervision, 

General Street Services, 

Sidewalks, 

Bridges Other than Toll, 

Abolition of Grade Crossings, 

Snow and Ice Removal, 

Street Lighting, 

Street Sprinkling, 

Miscellaneous. 
Charities and Corrections. 

General Supervision, 

Poor Institutions, 

Outdoor Poor Relief, 

Care of Children, 

Miscellaneous Charities, 

Hospitals, 

Insane in Institutions, 

Prison and Reformatories. 
Education. 

Schools, 

Libraries, 

Art Galleries and Museums. 
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Recreation. 
Parks, Gardens, 
Baths, Bathing Beaches, 
Celebrations and Entertainments. 
Miscellaneous Service. 
Electric Light, 
Gas Systems, 
Water Systems. 
Public Service Enterprises. 
Water Supply Systems, 
Electric Light Systems, 
Gas Supply Systems, 
Markets and Public Scales, 
Docks, Wharves, and Landings, 
Subways for Pipes and Wires, 
Ferries, 
Toll Bridges, 
Cemeteries and Crematories, 
Institutional Industries. 


Receipts from Municipal Debt Obligations Issued. 
i General Bonds, 
" Special Debt Obligations to Public Trust Funds, 
Debt Obligations to Other Civil Divisions, 
Special Assessment Bonds, 
Revenue Loans, 
Outstanding Warrants and Orders, 
Outstanding Judgments, 
Miscellaneous Debt Obligations. 


Miscellaneous Temporary Receipts. 
Objects of Public Trust Funds for Municipal Purposes, 
Objects of Private Trust Funds, 
Objects of Private Trust Accounts, 

From Investments Disposed of, 
Sales of Real Property, 
Damages to City Property, 
Refund Receipts in Correction of Erroneous Payments, 
Transfers, 
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Depreciation Service Transfers, 
Minor Transfer Receipts. 


In addition to the foregoing classification of payments and 
receipts the Bureau of the Census requires the cash balance 
classified under the following heads: 

General Treasury, 
Sinking Fund, 
Investment Fund, 
Public Trust Fund, 
which shows the amounts available for various purposes. 

The revenue cash books of a city of about eighty thousand 
inhabitants reveal the amounts received and paid monthly for a 
year to be as shown by the graphic chart following: 
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The foregoing chart graphically illustrates the fact that the 
main sources of revenue are from the licenses and taxes as shown 
by the high points in April and October on the solid line. Ac- 
cording to the requirements of the Bureau of the Census, more 
than one hundred classifications are required for these receipts, 
but nothing is said about showing from which year revenue they 
are received. This is a fundamental weakness in the return re- 
quired, but frequently exists where only cash-book systems of 
accounts are in vogue. 

The broken line in the chart of cash transactions shows that 
the high points are caused by the payments to the state of taxes 
and licenses, which is done in May, October, and November of 
each year. The classification of payments is quite lengthy, but 
does not take into account the period on which the expense 
or outlay applies. 


BUREAU OF STATISTICS 
COMMONWEALTH OF MASSACHUSETTS, RETURNS 


According to an act of 1909 the Bureau of Statistics of the 
Commonwealth of Massachusetts was authorized to collect sta- 
tistics of cities and towns on returns modelled after those used 
by the Bureau of the Census. The law prescribes that 

“The director of the bureau of statistics shall annually fur- 
nish to the auditor or other accounting officer of each city or 
town in the commonwealth blank forms or schedules so arranged 
as to provide for uniform returns giving detailed statements of 
all receipts classified by sources and all payments classified by 
objects, for its last fiscal year; a statement of the public debt, 
showing the purpose for which each item of the debt was created 
and the provision made for the payment thereof; and a state- 
ment of assets and liabilities at the close of the fiscal year. . . .” 

Property and poll taxes are classified according to 

Current Year, 

Previous Year, 
but no further analysis of receipts is made by years. Now it 
is evident that in a municipality where revenue collections are 
in arrears from six months to six years, that it is of prime 
importance that all receipts and disbursements be reported ac- 
cording to the year on which they apply. 
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TREASURER’S RETURNS 


Reference to the cash receipts and disbursements reported 
by the city treasurer of New Bedford to the city auditor shows 
the following classification : 


Cash Receipts. 
Department Revenues of IgII. 
Cemetery Board, 
Sewers and Drains, 
Highways, 
Poor Department, 
Fire Department. 
Miscellaneous Revenue of 1911. 
Amusement Licenses, 
Interest on Taxes, 
Summons and Penalties, 
Interest on Sewer Assessments, 
Sewer Entry Fees, 
City Clerk Licenses and Fees, 
Milk Licenses, 
Board of Health Service, 
Parks, Sales, 
Library Fines. 
Revenue of 1910. 
Tax Collections. 
Revenue of 1909. 
Tax Collections. 
Municipal Utilities. 
Deposit Accounts. 
Construction Accounts. 
Refunds. 
Total Receipts. 


Cash Disbursements. 
Revenue Fund Accounts. 
Audited Claims of 1909, 
Advances, Audited Claims of 1910, 
Advances, Audited Claims of 1911. 
Construction Accounts (in Detail). 
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Commonwealth Accounts. 
Trust Fund Income Accounts. 
Municipal Utilities Accounts. 
Non-Revenue Appropriation Accounts. 
Rebates. 
Savings Bank Deposits. 

Total Payments. 


As this cash summary is prepared from the return of the 
city treasurer to the city auditor it gives a good idea of the 
arrangement of the general cash book. The system was prepared 
by Mr. Harvey Chase, of Boston, and is a model of the method 
of arranging treasurer’s returns. Made along the lines prescribed 
it will be seen how it is an easy matter to make up the returns 
required by the state and the government. 


DEPARTMENTAL RETURNS 


The ordinances of a city usually require that each depart- 
ment make returns monthly to the auditor. These returns should 
consist of 

Collections, 
Charges, 
Abatements. 

In each case the items should be classified along the lines 
required by the uniform system in vogue by the census depart- 
ment at Washington. Wherever municipal books are kept by 
double entry it is necessary to classify the revenues and ex- 
penses as well as the cash receipts and disbursements. Other- 
wise a deficit may exist and no one be able to tell whether it is 
caused by a failure to collect on the part of the city or by a 
lack of revenues. 


APPROPRIATION ACCOUNTS 


The city auditor uses all departmental returns as a basis for 
making entries on his books. The custom of crediting a depart- 
mental appropriation account for the collections is not to be 
recommended. The proper practice is to credit sales to appro- 
priation accounts and therefore get the exact standing of the 
various department balances. Where this is done all charges 
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are run through the Accounts Receivable the same as in a mer- 
cantile house. 

The ideal practice where a city auditor gets a monthly finan- 
cial statement from his books is to close them on a five- and 
four-week period basis. This enables him to close on Saturday 
night, at which time all returns should be in. This is the system 
used by several cities in Massachusetts, and its adoption has 
facilitated getting action on returns. 

Municipal bookkeeping is largely a question of making the 
proper returns from departments and municipal accounting 
officers. 

Unless these returns are intelligently and correctly made it 
is impossible to prepare statistics revealing the efficiency with 
which municipal officers have discharged their duties. The work 
to be done by municipal accountants lies along the line of per- 
fecting the returns made and the system of bookkeeping in the 
offices of the auditor or comptroller. 
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The Investment Merits of Industrial Securities 
By A. M. Saxotsk1, Ph.D. 


Industrial securities are, on the whole, a comparatively recent 
form of public investment. Previous to 1890, industrial cor- 
porations having securities listed on the New York Stock Ex- 
change were very few. Manufacturing and industrial concerns, 
except in rare cases, were largely local undertakings. The 
growth in the scale of production and in the size of industrial 
plants, however, necessitated an expansion of markets resulting 
in keener competition among industrial concerns. This compe- 
tition increased production and cut down the margin of profits. 
The expense of individual marketing was also enormously large. 

Destructive competition was thus one of the most active fac- 
tors in the formation of large industrial concerns whose financing 
required public absorption of their securities. 

At the same time there was also an opportunity for disposing 
of the securities of such corporations. The widespread indus- 
trial activity of the time engendered a feeling of financial confi- 
dence which was propitious to the creation and multiplication of 
new industrial enterprises. Previously the railroads had fur- 
nished the bulk of new securities, but toward the end of the 
nineties low priced railroad stocks were not so readily available. 
Extension of railroad mileage had become restricted and new 
railroad enterprises having speculative possibilities had become 
comparatively rare. The time was therefore ripe for the new 
class of investment securities furnished through the large indus- 
trial combinations. 

The active consolidation of large industrial concerns covers 
the period from 1895 to 1902. According to a statistical study 
made by Mr. Luther Conant, Jr. (American Statistical Associa- 
tion Quarterly, March, 1901) the number of consolidations dur- 
ing the eleven year period from 1887 to 1897, inclusive, amounted 
to 86 with total capitalization (stocks and bonds) of $1,414,294,- 
ooo. During the following three years, however, (1898 to 1900, 
inclusive), the number of consolidations was 149, and the capital- 
ization $3,784,010,000. While several large consolidations of the 
latter period may be ascribed primarily to the desire of promoters 
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to unload securities upon the public, a considerable portion was 
due both to the growing confidence in American industrial 
progress and to the desire to avoid further destructive competi- 
tion in certain lines. 

In view of the circumstances under which the large industrial 
combinations were formed, as corporations offering their securi- 
ties as public investments, they naturally possessed many defects. 
These defects may be briefly summarized as follows: 


1. Over-capitalization. 

2. Insufficient working capital. 

3. Insufficient integration. 

4. Inexperience combined with an inadequate information re- 
garding the conditions pertaining to their respective industries. 

Each of these will be considered in turn. 


1. Over-capitalization was undoubtedly the most pronounced 
defect in the organization of the large industrials. Heavy cap- 
italization, however, was required to accomplish the consolida- 
tions. The owners of the individual plants taken over, generally 
demanded, in addition to cash consideration, prior lien securities 
as part of the purchase price. This led to the creation of large 
issues of preferred stock carrying a high cumulative rate of divi- 
dend. In most cases the outstanding preferred stock of the new 
consolidations was equal to, or in excess of, the value of the 
plants acquired. The promoters, in order to recoup themselves 
for cash outlay and for the labors in bringing about consolidation, 
endeavored to obtain as high a price as possible for the new 
common issues. Accordingly, dividend payments on common 
stock were made merely to improve the market for such securities. 

2. The inadequacy of working capital seriously hampered the 
progress of the industrials. In acquiring control of their re- 
spective industries, a number of the new consolidations took over 
obsolete and dilapidated plants. Modernization and extension 
of these plants became necessary. Funds for this purpose had 
to be obtained from accumulated profits. Several of the indus- 
trial concerns endeavored to increase the profits by increasing 
prices but this policy merely resulted in renewed competition and 
widespread popular disfavor. The policy of paying out in divi- 
dends an excessive amount of current earnings further impaired 
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working capital, preventing an expansion of operations and weak- 
ening the concerns against declines in profits arising from busi- 
ness depression. 

3. In some cases the new combinations lacked an integration 
or unification of activities comprised in an industry. By integral 
processes are understood the various stages of manufacture and 
distribution which directly follow each other as the raw material 
is converted into the finished product and placed at the disposal 
of the consumer. By combining these activities in one organiza- 
tion a certain industrial independence is obtained. This is par- 
ticularly important in preventing financial disasters resulting 
from violent fluctuations in prices of raw materials. Examples 
of concerns which have been successful along these lines are 
the United States Steel Corporation and the International Har- 
vester Company. 

4. A costly experience of the industrials, (arising from in- 
adequate knowledge of conditions in their respective industries), 
was their inability to gauge properly the demands for their 
products or to reduce operating expenses in times of business 
depression. Railroads, after a number of years of experience 
have accomplished these ends. The industrials are now follow- 
ing their example. This became manifest in the last business 
depression when, in spite of the serious financial stringency of 
the times and the sharp declines in the consumption of their prod- 
ucts, there were relatively few receiverships among large indus- 
trial concerns. 


Because of the defects of organization, the new consolidations 
naturally had a difficult time in marketing their securities. The 
experimental character of a number of the undertakings discour- 
aged investors from entering this field. Owing to this popular 
distrust and the fear of hostile legislation, the shares of indus- 
trial corporations did not have the market value to which their 
earning capacity seemed to entitle them. Moreover, the large 
number of consolidations within a brief period of time caused 
an “undigested” supply of securities, an unfavorable market 
factor. 

Having benefited by the experience of their “infant” years, 
improvement in the condition of industrial corporations may be 
noted by the following: 
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1. Conservative dividend policy, i.e., the withholding of divi- 
dend payments until a time when the financial standing and the 
physical conditton of the property permits the distribution of 
profits to shareholders. 

2. The building up of a surplus reserve out of profits so as 
to insure an adequacy of working capital; the gradual better- 
ment in physical value and in earning capacity of plants, thereby 
ridding themselves of the over-capitalization evil. 

3. Better knowledge of their respective industries, both as to 
the character of demand for their products, and the relations with 
distributors, consumers and employees. 

4. The maintenance of earning stability by diversification of 
activities and enlargement of markets. Export business has been 
developed ; in some cases foreign plants have been constructed, 
while as a general rule the aim has been to broaden the markets 
for their goods. The control of raw materials, such as ore, lime, 
timber, coal, etc., is rendering the large manufacturing concerns 
independent of temporary price fluctuations from which they 
have suffered previous to the period of industrial combinations. 

The period of most excessive capitalization and unstaple earn- 
ings has passed. Bankers and investors are insisting upon 
more and more information regarding the plan of organization, 
the actual value of the tangible assets, the proved earning capac- 
ity and other similar matters. 

The financial position of the industrial combinations which 
have benefited through the lessons derived from pecuniary hard- 
ships in their immature stages may be expressed thus: 

First. The physical betterment of plants, the enlargement of 
working capital and the general improvement in their financial 
condition combined with an understanding of their markets, now 
assures them stability of earnings sufficient to resist the effects 
of business depression. 

Second. Their securities are gradually advancing from the 
speculative to the investment class. 
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Principles and Methods of Scientific Management" 


By FREDERICK WINSLOW TAYLOR 


PART II 


Now, I am through with the theory of scientific management. 
I want to try to show you the effect of these four great elements 
in increasing the output of the man through a series of illustra- 
tions. I am sorry that there is not time to give the number of 
illustrations necessary to convince you properly of the universal- 
ity of the application of these four principles. 

These four principles are applicable to all work done by all 
men, with the exception of that small class of work which takes 
place in the head alone, but wherever men work with their hands 
these four principles are applicable, from the simplest form of 
labor in which a man stoops down and picks up a piece of pig iron 
and wa!ks a few steps and drops it, to the higher class of work 
done. I usually begin with an illustration of the application of 
these principles to that form of work, but that illustration is so 
long I will have to drop it to-night. 

Shovelling comes next. Very likely you people do not be- 
lieve that there is a great science in shovelling. These principles 
are equally as applicable to shovelling as they are to pig iron 
handling. I select the two illustrations from the middle of the 
field, neither at the top nor at the bottom, in order to give you 
fair information of the average way in which these principles are 
applied. 

Brick-laying was practiced as it is now two thousand years be- 
fore Christ. There has been practically no change in the laying 
of bricks from two thousand years before Christ until now. The 
same kind of bricks were used, the same kind of mortar, and the 
same kind of scaffolding, the lashed scaffold, was used before 
Christ, as it is now in England. In this country we use nails, in 
come cases clamps, but in England the lashed scaffold is used as it 


*,Extemporaneous address before the Civic Forum, New York, April 28, 1911. Not cor- 
rectedor revised by the author. 
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was two thousand years before Christ. The trowel is almost the 
same as it was, and the method of laying the bricks is practically 
the same as it was. Now, the average brick-layer is an intelligent 
man, and certainly one would have expected in this type of work 
where the motions are repeated over and over again, that it had 
arrived at pretty nearly its highest state of excellence in four 
thousand years. 

Some three or four years ago my friend, Mr. Gilbreth, became 
interested in the principles of scientific management. He had 
made earlier in life a very exhaustive study of brick-laying, and 
concluded that if there was anything in this principle that it could 
be applied to the art of brick-laying. He therefore took up the 
development of the science of brick-laying in a painstaking and 
thorough way. He studied the matter up. He stood on the 
scaffolding with the wall on his left and the brick pile on the 
floor at his right, and the mortar board close to it. He said, 
“What motion do I make first in laying a brick? I take a step 
to the right. Is that motion necessary?” He eliminated it in 
about a year and a half. “ What doI do next? I stoop down to 
the ground and disentangle a brick from the pile of bricks which 
lies on the floor.” Now, Mr. Gilbreth is a big man, and he realized 
when he came to analyze that motion that it is nothing short of 
monstrous—the idea of a man who weighs two hundred and 
fifty pounds stooping down to the floor a thousand times a day and 
disentangling a brick that weighs about four and a half pounds 
from a pile, and rising up and placing it on the wall—nothing 
short of barbarous! Two hundred and fitty pounds lowered 
down four feet one thousand times a day to lift up four pounds! 
In about a year and a half he eliminated that motion. And it was 
done in such a simple way that it seems preposterous it should not 
have been done four thousand years ago. He simply placed a 
table on the scaffolding at his right on which the bricks were 
placed, and the mortar board was placed so that instead of his 
having to stoop down all the way to his feet, he merely took the 
brick in his left hand, the trowel and mortar in his right, and laid 
the brick on the wall. He made a continuous scaffolding which is 
adjustable by 2 workman. As the wall grows in height, the table 
and the man and the wall and the bricks are all kept at the proper 
height. That eliminated this immense amount of labor of stoop- 
ing down a thousand times a day, stooping down to pick up some- 
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thing at the expense or the expenditure of lowering two hundred 
and fifty pounds to raise four and a half. 


Similar improvements were made in the other movements. 
The combination of all these improvements due to the study of 
Mr. and Mrs. Gilbreth, resulted in making the bricklayers able to 
lay the bricks with five movements, where in the past eighteen 
movements were required. The eighteen movements of the man 
were changed to five. 

The average man would say, “ Is that so? What's the good of 
it—what’s the good of all this when the Union won't allow you 
to lay more bricks than the Union’s requirements?” Mr. Gil- 
breth, however, is an optimist. He went to the Unions, who were 
friendly, and showed them that unless something was done to in- 
crease the use of the brick-layer it would soon become a lost art, 
and told the men that if they would keep hands off he would 
handle it. He said, ‘“ No brick-layer can work for me for less 
than six dollars and fifty cents a day ”—I believe the ruling rate 
at that time was four dollars and fifty cents a day—*“ but the men 
must work my way. I will show them the way to work.” Ina 
short time his teachers had taught all the men to lay bricks with 
five movements instead of eighteen, and as a result his six Union 
brick-layers on a twelve-inch wall with drawn joints on both sides, 
with two kinds of bricks used in the wall, laid three hundred and 
fifty bricks per man per hour, where one hundred and twenty had 
been the maximum laid by the Union in the past. 

Now, why hadn’t this been done before? Simply because in 
the past you had individualism, whereas with the new idea you 
have true co-operation. Without any question, hundreds of brick- 
layers have made the same invention that Mr. Gilbreth made, in 
the last four thousand years. They have all thought of the table, 
of the adjustable scaffolding, and many of them thought of plac- 
ing everything, the bricks and all, in a systematic way, but they 
did not have the co-operation of the men under them. It requires 
co-operation, and one man alone cannot make that adjustable 
scaffolding a success, but co-operation sees that every man comes 
into line. A half dozen of these brick-layers, in this great move- 
ment, could prevent al! the rest of them from doing their rapid 
work, because the walls of the building must go up uniformly; 
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they cannot go up in spots. Therefore you have to have co- 
operation with every one of those brick-layers on this building. 
That requires the co-operation of the management. It is not the 
fault of the brick-layers sometimes ; it is the lack of co-operation 
between the two sides. 

I want to give you one more illustration which I hope will 
appeal to the ladies. It shows the application of these principles 
to the working girl. In some cases the development of the science 
plays a greater part in increasing the output, while in other cases 
it is in the careful selection of the workmen. In every case it 
comes through the great co-operation that takes place between 
the two interests. In the case I am going to describe to you the 
development of: the science amounted to very little, but the scien- 
tific selection of the workmen amounted to everything. I want 
you to realize that it is that one element that produced the result 
in the case of these girls. 

During the bicycle craze hundreds of millions of bicycle balls 
were made in this country, and in one of the establishments in 
which bicycle balls were being manufactured there were one hun- 
dred and twenty girls whose business it was to examine the 
bicycle balls, after they had gone through some twenty operations, 
and to select and pick out the bad balls. These girls placed the balls 
between the fingers of the left hand, and by a dexterous move- 
ment of the fingers, and at very frequent intervals, they rolled the 
balls ever so as to show an entirely new side of the ball succes- 
sively. They then picked out with a magnet those balls which 
were defective (and there were four kinds of defects), and threw 
each one with a defect into its proper box. 

Whenever a man comes fresh into almost any establishment 
he can almost always see something that is glaringly wrong. The 
management has developed into a high state in certain depart- 
ments while in others the development is very crude. The mo- 
ment we came into this establishment we saw certain glaring 
wrongs, impractical things being done. These girls were working 
ten and a half hours a day. Now, it didn’t require any science 
to know that these girls were working too long hours. It is a 
mere matter of common sense to rectify trouble of that sort. We 
went at once to the old foreman, who had been with them for a 
good many years, and told him to talk to these girls and persuade 
them they could do just as much work in ten hours as they could in 
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ten and a half; to tell them we proposed to pay them the same 
price per day, but simply ask them to do their work in a shorter 
time. After two weeks he reported that he had talked to about 
one-third of those girls, and they all agreed they would do the 
work in ten hours. Then, in order to be diplomatic, we decided 
we would have a vote on this from the girls. The vote was taken, 
and there wasn’t a single girl that said that ten and a half hours 
was not good enough for her. They didn’t want any ten hours 
for theirs. I don’t know what they thought, but I suppose they 
thought, “ There is some nigger in that woodpile.” 

We waited a little while, so as not to spoil the discipline, and 
then we went to them and said, “ Now, girls, you are going to 
work ten hours, and you are going to do just as much work in 
ten hours as you did in ten and a half, and if any girl doesn’t like 
that she can step out and go somewhere else to work.” After a 
little while, in the same polite way we reduced the hours to nine 
and a half, and then to nine, then to eight and a half, then to 
eight, and in the meantime with an increase of output, and the 
same pay they had per day—not the same per hour, but the same 
per day. They received the same pay, with a slight increase in 
output, and the hours were reduced. 

At about that time a man had been put in charge of this room 
who was to make a scientific study of the art of bicycle ball in- 
spection. He was one of the most skilful men in the country on 
that sort of work, and it took him but a short time to find out the 
one most important element in this type of work. 

Now, in all the physiological laboratories in our universities 
experiments are regularly made to determine the personal -co- 
efficient of the man or woman examined. They sit down on one 
side of the desk while the investigator sits on the other side. Be- 
tween them is a little clock, and a little recording machine, which 
automatically records the small fraction of a second taken to 
determine the personal co-efficient of the individual who is being 
experimented with. 

The operator touches a button and the letter “A” or the 
letter “ B ” or the letter “‘ C ” comes into sight, and as the operator 
touches the button this little clock, this time machine, starts. Then 
when the letter “A” comes into sight, it takes a certain fraction 
of a second for the individual to realize that it is the letter “ A,” 
and then it takes another fraction of a second to transmit the mes- 
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sage down through the nerves to the arm for him to touch a 
button marked “ A,” and the time which elapses from the touch- 
ing of the button by the experimenter, until the other button is 
touched by the man experimented upon, is called the personal co- 
efficient. 

Now, some men, some women, some children, have a remark- 
ably low personal co-efficient. They are simply so born; it is not 
connected with great brain power, brain or intellect ; it is simply 
a peculiar property, this low personal co-efficient. Some per- 
sons think almost instantly, some people act with incredible speed, 
while others with far more brains are exceedingly slow in per- 
forming this cycle of operations. 

Mr. Thompson, who was making these experiments upon the 
girls to ascertain those having quick perceptions followed by quick 
actions, picked out and eliminated all the girls with slow percep- 
tion, and no girl who had slow perception remained as one of the 
inspectors. In many ways it seems to me rather cruel to eliminate 
a girl, to tell a girl she could not inspect bicycle balls, although her 
work was good and she was intelligent and willing, merely be- 
cause she lacked that quality. But let me point out what was the 
final result. I think within four months after starting, within 
five months certainly, thirty-six girls were doing the work which 
had been done by one hundred and twenty. That was done, how- 
ever, not only by this selection. The selection was the most im- 
portant element of all, but it was done also by providing so far as 
we knew, the very finest possible working conditions throughout 
the day for the girls. 

Mr. Thompson made an active study of a good many of these 
girls to see signs of nervousness, and see how soon they began to 
show signs of nervousness, signs of a nervous tension under this 
rather exacting and monotonous work, merely the working of the 
quick perception, and naturally fatiguing. They were seated in 
comfortable armchairs, with good light. The nervous tension was 
considerable, and after an hour and a half these girls showed dis- 
tinct signs of nervous tension. As it is a matter of common sense 
not to work any one after they begin to get seriously tired these 
girls were given a ten minutes’ period of rest at the end of every 
hour and a quarter. During that ten minutes they were not 
allowed to do any work; they were encouraged to get up and go 
out of doors, but they must not work during those ten minutes. 
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So every hour and a quarter they had ten minutes’ rest. And 
then a teacher was sent to each girl who showed signs of falling 
down in her work; she was not brutally discharged if she didn’t 
make good, but the teacher was sent to her. In order to do that 
we had to make a measurement of this work, because the aver- 
age girl of this age cannot look forward very far. The average 
of these girls couldn’t look forward to the end of the day, to 
keep themselves properly at work and properly busy, so we had 
to have some one to point out the fact that they were falling 
down, and that they would feel aggrieved because they were not 
earning big wages. So we had to measure the girls’ work at the 
end of each hour, and if one was falling behind to point out to her 
that she was falling down. Thirty-six girls did the work of a 
hundred and twenty, and their wages were increased from eighty 
per cent. to a hundred per cent. per hour; the hours were shorter 
from ten and a half to eight, with ten minute periods of rest added 
besides. There was one brutal thing which we did with those 
girls, and that of course was very seriously complained of—we 
seated them so far apart that they couldn’t talk. 

Now, the company got out of that cheaper inspection than it 
ever had before, and the accuracy of the inspection was twice 
as great as it was before. I am sorry that I haven’t time to give 
one more illustration. 

There is just one thing that I want to say, because I think that 
is uppermost in everyone’s mind. Doesn’t all this attention on the 
part of the management towards the workmen, doesn’t all this 
help ; doesn’t all the standardization ; doesn’t all the study of the 
movements, make them wooden; doesn’t it make them less in- 
ventive? That seems to be in everyone’s mind. I want to try to 
dispel this fallacy by a single illustration. 

Who is the finest workman you know of in this world? The 
modern surgeon, without any question. Now, how does the mod- 
ern surgeon teach his apprentices? How does he teach the young 
men who come to learn surgery? Does he tell them, “ Now, 
boys, we have studied out what we believe to be the best imple- 
ments in our trade; here are the implements which we believe to be 
the best of their kind. We don’t want you to be hampered in the 
least by any of our traditions—what we want is your initiative in 
performing an amputation. In performing an amputation we use 
a saw to saw the bone off, but we don’t want you to follow us 
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blindly, so use anything you prefer, a hatchet or an ax ”—is that 
the way a surgeon would talk to his young apprentice? Not 
on your life! He says, “ You young men will learn to use noth- 
ing but the best implements. We think we have them. We have 
at least the best that is known to our craft, and you will learn to 
use each one of those best implements in the best way, but until 
you can do that you can’t perform any operation of any kind. 
In other words, you first rise to the best knowledge we have of 
our trade, and after you have risen to that level, then use your 
invention, but use your invention to invent up, not down. Use 
that invention to improve on the world’s knowledge, and not by 
inventing a whole lot of things not needed. Let’s have your in- 
itiative for progress, but not your initiative to go backwards.” 

That is exactly what we state to the workmen under scientific 
management. We get their initiative, to an extent not dreamed 
of in the past, and whenever a workman suggests a better way 
than we have been doing, we try it, and if it is a better way every 
man is told to do it the better way. The man who makes that 
suggestion, that invention, if he is treated properly, in many in- 
stitutions gets the whole year’s savings of the result of his im- 
provement, so that in getting the initiative of our men we get it 
to go forward instead of to go backward. 

I should like to convince you of the fact that science exists 
in every movement of every man, and sooner or later it is bound 
to be the subject of careful, accurate study. Now, by scientific 
study I do not mean a man who doesn’t know anything about a 
trade, but a man who has been a practical workman; not a man 
who has been a bookworm, and who has not worked at the trade; 
but a man who is fitted to make the study. I don’t mean book 
work; I mean careful, accurate study of the movements of the 
men by those able to make them. I wish I could convince you of 
the great power of this; in order to do so, however, it would take 
a great deal more of your time than you would care to give. 
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This is the first time I have had an opportunity of hearing 
this wonderful doctrine of efficiency expounded. Perhaps we 
laboring men are a little more skeptical than, for instance, some 
of those who do not labor. In the vernacular of the street, “ We 
are from Missouri.” We have always tried to approach these 
questions as they have come along, with open minds. When the 
great question of industrial education, only a few short years 
ago, came very much to the forefront, some of my colleagues 
thought very lightly of it. At that time I was in the very same 
frame of mind I am now. I was “ from Missouri.” I was con- 
vinced after studying the matter up to some extent, that there 
were some mighty good features in industrial education, if it 
were guided right, and that there were some mighty bad ones if 
it were guided in the wrong direction. And, my friends, I feel 
in regard to this question of scientific management, or efficiency, 
or whatever name it may go by, that there no doubt can be much 
good, or some good at least, brought out of it, but I also fear 
that if not directed in the proper direction, there will be a good 
deal of injury and harm come out of it. 

It is natural that the wage earner should look with suspicion 
upon any change, or any proposed change in the ordinary condi- 
tions under which he works, and it is proper that he should do 
so, in my judgment. The only asset a wage earner has in the 
world is the product of his hands and his brain; and when 
changes are proposed, especially changes that, according to the 
testimony of those who are advocating this new doctrine, do not 
mean an ordinary change, but a revolution, and without doubt- 
ing one word that has been said upon this matter, either in print, 
or upon the platform, I cannot imagine for a moment that any 
owner of a steel works, for instance, could have been so far 
immersed in sleep that he could not discover the difference in 
the product of one individual’s work between twelve tons of pig 
iron and forty-seven. 
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As for the laying of bricks, I am not disputing the asser- 
tion at all, but it does seem to me, as has been well said on many 
occasions, and to-night, that bricks have been laid for hundreds 
and hundreds of years, and it is a mighty poor testimonial to the 
men in the business to-day, and those who were in the business 
before them, that not until the last few hours, as it were, could 
we tell the difference in the productive capacity of a bricklayer 
between less than two hundred and, I believe as was stated, over 
four hundred. Consequently, while not contradicting these ex- 
amples that have been shown, I can assert that the wage worker 
is somewhat in doubt. 

Besides, I believe it has been stated here to-night, and I know 
it was stated by all three speakers who spoke on the same plat- 
form as myself in Boston, that this is no new doctrine, although 
it is being given that name. It has been in operation for years, in 
some isolated plant or other, and it does not seem to me that the 
American employer has been very wide awake if this good thing, 
this great bonanza we have got here, has not reached more than 
fifty thousand people up to the present time. 

We have had some new things come down the line before. 
We had this beautiful dream of the bonus system. I have met 
it! I have been “ up against it,” as it were, in the industry that 
I represent. What did the bonus system mean, that beautiful 
story that was told? Why, it means that we will set a standard, a 
fair standard in production for the silk weavers, and after we 
have set that standard, if they go over it we will give them some 
extra cents in their envelopes. We will give every facility to them 
to induce them to give more production, and an incentive will be 
the extra pay in the envelope. When it came, my friends, to 
putting it into effect, who set the standard? Was the silk weaver 
even consulted? Oh,no! The standard was set by the employer, 
or by his representative. It was set, just as has been stated, by the 
picking out of the superior operatives, the superior workmen, of 
which we always hear, and of which we always have some that 
go far ahead of all the others, just as we have the great captains 
of industry, and the great surgeons that have been mentioned 
here to-night, and the great lawyers who go far ahead of the 
ordinary, and even some of the so-called extraordinary lawyers, 
surgeons and captains of industry. 

But, what would be the verdict of the medical society, what 
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would be the verdict of the medical profession, if the doctrine 
were preached that we will pick out Dr. So-and-so, with a world- 
wide reputation, and we expect every one of you to come up to 
his standard? It couldn’t be done, and we know it couldn’t be 
done. And that is what occurred in this so-called bonus system. 
It was nothing more than a driving system under a prettier name. 

We have had many times the statement made to us that this 
scientific management can be applied to all branches of industry. 
When they tell me that, my friends, I am not at the present time 
in doubt as it applies to the industry in which I have lived and 
worked all my life—but it cannot be applied wholly to the textile 
industry. 

The spinning looms, the spinning frames, are to-day up to 
their highest tension, and the weaver and the spinner there must 
follow that machine according to the speed that it runs. There 
is no talk of different movements there. There is the one system 
of piecing up a thread when it breaks. Perhaps we will be told 
later on that there is a better way of piecing up a thread on a 
spinning machine, or a weaving loom, than has been in operation 
for the last one hundred years. If it can be told to us by some 
expert, who has studied this thing more than all the textile ex- 
perts that we have had up to the present time, my dear friends, 
we will welcome the new teaching as to how to piece up a thread. 
But it is not the piecing of a thread,—it is the following of your 
machine; it is keeping to the pace, and the only system whereby 
more production would be secured would be by adding another 
loom, another dozen spindles, as has been done in the past. 

Let me give you an idea of how this thing is worked out. 
There has been as much improvement in the manipulation and 
in the invention of cotton machinery, over the spinning and the 
weaving, yes, and over the carding methods, during the last 
twenty-five years, as there has been in any standard line of in- 
dustry, and much more than in the majority of them. There has 
never, to my knowledge, among the Union men and women of 
America, nor among the Union men and women of England, of 
which I know somehing—I graduated in a school of trade union- 
ism there—there has never been during my connection of over 
twenty-five years with the organization of labor men in the tex- 
tile industry, one solitary strike against an improved machine. 
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But we did strike against the conditions that were imposed when 
the new inventions came into fashion. What is the result to- 
day? It is true they are producing more cloth. It is true they 
are running more looms; my friends, it is also true that the old 
time weaver of twenty-five years ago could sit down and read his 
newspaper, and many a hundred old weavers I saw asleep at their 
looms twenty-five years ago,—do they sleep any to-day? I don’t 
think so! As a matter of record there is no weaver in our cotton 
mills to-day, especially the women and girls, that works much 
more than two months without having to cease work in order to 
recuperate. 

But perhaps you might think, well, if all these changes have 
come about, and they are weaving so much more cloth, and 
working so much harder, and the tension is so much greater, that 
they are earning a good deal more money. Let us see if they 
are. 

About thirty years ago,—and I am talking of Fall River, 
where I live—the weaver ran from four to six looms on what 
is called print cloth, or plain print goods. It took a mighty good 
weaver to run six looms. They might have run one or two more 
had they been driven, and worked two months, and then ceased 
work for two weeks, but I cannot help thinking that they had a 
good little bit more sense than we have now. However, the one 
standard set for the six-loom weaver was five cuts of cloth, and 
a cut of cloth averaged about 45 yards. They ran six looms, and 
what was the result? They turned out about 270 yards of cloth 
per loom or 225 per loom, or 1,350 yards of cloth per six looms 
per week, and the average wages at that time were around $10 
per week. 

Thirty years have gone. Inventions have come along; in 
some instances, as in the bonus system, they have been attempted ; 
then dropped. What is the result to-day? Why, the weaver in 
that same city runs from eight to ten looms, and produces six 
cuts of cloth per loom instead of five, or 45 yards more of cloth 
per loom than he did thirty years ago, and even less. If we take 
the six looms as the maximum at that time it is fair to take ten 
looms as the maximum now, and it means that instead of 1,350 
yards of cloth thirty years ago at $10 per week, they are turning 
off 2,700 yards of cloth per day, working at the loom from six 
in the morning until half-past five in the evening. And their 
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average wages are $8 per week. So I say, my friends, these new 
ideas, or old ideas under a new name, are somewhat of a ghost 
to us. We do look upon them, not only with suspicion, but with 
alarm. 

I could go on, were there the time, and give you the illustration 
of the woman on the carding machine, and the woman or the 
man on the spinning machine, and the girl on the spinning frame. 
What I have said of the weaver corresponds with what I could 
say for the spinner and the carder; consequently we believe that 
we have a right to look with doubt and suspicion upon this new 
idea that is being presented to us. There are many reasons why 
we should do so, but I think I stated in Boston, and I am ready 
to emphasize it here now,—I am speaking individually, but I think 
I know something of the pulse of the labor movement,—that if 
there is anything good in this without having a destroying effect, 
organized labor will not oppose it, but will assist in bringing out 
all the good that is in it. 

I cannot help thinking that in this enlightened, Christian age, 
that there is something more important than taking out the last 
ounce of human productivity. I think there is a higher ideal to 
consider than standing over the man with a stop watch, and a 
woman with a time register. I don’t believe the great American 
people desire to take the last ounce of human effort out of 
any one, whether they be employers or employes or any part 
of our community. Is there any joy in work, when the girl goes 
to the machine, and the man goes to the lathe in the morning, 
and knows there is a herculean task before them before the bell 
rings at six in the evening? 

I have studied this thing somewhat, and I am going to study 
it more, and I shall have something more definite to say on this 
question probably in the near future, when I am absolutely sure 
of my ground. To-day it is being preached to our people and 
we are discussing it. All I can say in the limited time allotted 
to me is this,—and I believe I speak with the voice of organized 
labor when I say it, because it is the standard we have set in the 
past and we have no intention to swerve from it,—if it means 
more production, and yet conserves the human element and the 
human effort, we will be with it. But if it means,—and I say 
this, not in the nature of a threat, for those who know me best 
know I never use a threat—that if it means, under prettier names, 
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under more masked terms, the further exploitation of our men 
and our women and our children, and the wage workers, organ- 
ized labor will fight it, just as it has always endeavored to fight 
exploitation of the working masses. 
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The Theory at Work* 


By Frank B. GILBRETH 


Long life to Mr. Golden! He has not said one thing, not 
one, with which we do not agree. Unfortunately, by the timing 
of the applause I get the idea that some of you think scientific 
management is driving; that a man stands over these men with 
a stop watch, and over the women with a stop watch, and gets the 
last ounce of blood that there is out of them. Now, if you think 
that is true, do you think Dr. Taylor would advocate it? Do 
you think Mr. Gantt and Mr. Harrington Emerson would advo- 
cate it? Do they look like a gang of bandits? 

Why, that stop-watch scheme is nothing more or less than 
to find out how the man does the work the easiest way, so that 
all the rest of the gang can do it the same way. It is a measuring 
device of how to take it easy. On the other hand, if you think 
there is anything in scientific management that provides a place 
for the loafer, whether he is a loafer among the management, 
or a loafer among the men, I assure you we have not discovered 
it yet. 

The old practice was to pick out one man from the crowd, and 
say, “ I don’t believe he is a good man, fire him Saturday night.” 
Which would you rather do, take your chances on that sort of 
a scheme, or have an honest, and square deal on what you have 
done, and be permitted to stand or fall by the result? Would 
you like to be an actor, and when you see the boss coming around 
assume a tired expression, and pretend to wipe the perspiration 
from your face—or would you like to do as they do in the Link 
Belt Company? When they see the boss coming along they say, 
‘‘T want to see you now, I have a new wrinkle I have just worked 
out on this machine.” And they work no harder when the boss 
is there than when he is not there. 

I think a great deal of Mr. Golden. I have heard him speak 
twice, and incidentally I have looked him up, and I wish that 
everybody that speaks for labor was of the stamp of Mr. Golden. 
In fact, I wish that every one who will speak upon the subject 
of management were of the same stamp as Mr. Golden. There 
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is nothing that I will say, or that we will say, or that Dr. Taylor 
has said that goes one step away from what Mr. Golden has said. 

I am going to tell you three stories. I have in my employ a 
boy who is an apprentice bricklayer, and who at the end of two 
years and four months could lay more bricks than any bricklayer 
on the job, and with less effort, because he had been taught the 
right way on his first day. Scientific management does not take 
advantage of the apprentice boy by paying him apprentice’s pay. 
That is customary under the old plan of management. An ap- 
prentice and a woman can usually be secured to work for less 
money than a “seasoned journeyman.” Scientific management 
advocates the same wages for the woman and for the apprentice 
as for the seasoned journeyman, provided they all turn out the 
same output of the same quality. You will find all the way 
through this scheme the square deal. 

I know of another case where a man of the working class 
was raised in three years from shipping clerk to superintendent 
of a big printing industry, simply because the measuring devices 
used by scientific management determined that that man was 
efficient. 

I have another case in my own employ. I found a young 
man, a graduate of high school, about twenty-three years old, 
who had a sort of ne’er-do-well past, for the simple reason that 
he knew a little about several different trades, but he didn’t know 
enough about any one to hold his job. He was put to work at $18 
a week, and his work was that of timekeeper. That man was one 
of the best men I ever have seen, as one of the functional fore- 
men under scientific management, and at the end of four months 
his pay was $42 a week. We didn’t ask him to wait around for 
five years, getting the usual sized yearly advance from $18 to 
$42, but he got $42 when he earned it. There is a great deal of 
talk in our days about bringing back “the singing man.” You 
ought to hear that man sing! You ought to hear his family sing 
every day, and especially on pay day. That is what scientific 
management will do for any man willing to put his best attention 
and energy into the work. 

Now, when I first looked into this Taylor plan of scientific 
management I admit that I fought Dr. Taylor early and often, 
but Dr. Taylor was very patient, and by degrees I found out 
that what he advocated was applicable to my business. At first 
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it seemed as if there were no parallel between the work in a 
machine shop, inspecting bicycle balls, and a half dozen other 
things that I wasn’t much interested in, and the work of the con- 
tracting engineer; but after Dr. Taylor had told me about these 
things, I began to look over several trades, one of which was 
bricklaying, another concrete work, and still another steel erec- 
tion, and several other trades that I had worked at with my hands 
in the past. By degrees I found that everything he said was 
applicable to my business. 

I have since found in the discussion of one of Dr. Taylor’s 
papers presented before the American Society of Mechanical 
Engineers, that he stated that nearly every one says they find it 
a very fine scheme for everybody’s business except their own. 
This was my attitude. That is, I was afraid, and doubted, like 
my friend Golden. Scientific management never cuts the rates, 
neither does it cut the bonus. You have all heard of the bonus 
schemes that have been tried, and that were vicious and distaste- 
ful, and one by one were usually abandoned. It was on ac- 
count of the failure of the bonus scheme of payment that Dr. 
Taylor had to revise the scheme of payment before he could 
ever put forth his plan of management as he desired to put 
it forth. His scheme of paying the men has nothing in any way 
resembling the old bonus scheme. As Mr. Ernest Hamlin Abbott 
said the other night, “ his scheme of payment is no more the bonus 
scheme than a shingle is a roof.” That is the best illustration I 
can give. 

I want to tell you another story. About three years ago I 
visited a factory in the Bronx. They made there little metal 
devices—it doesn’t matter what—and the duty of two girls was 
to weigh up four ounces of small metallic devices, to weigh them, 
put them in a box, and put the cover on. I strolled around and 
saw that these girls could very easily double their output. Think- 
ing I could do them a good turn, as they did not seem to be work- 
ing in the very best way, or in a very convenient way, I asked a 
girl if she was working by the piece. She said, “ Yes.” I asked 
her if she would like an easier way to fill those boxes quicker, 
and she said, “ Yes.” With that same stop watch I convinced her 
that the new method was better for her than the other. She was 
satisfied with it. She used that scheme for ten minutes, but 
when I came back I saw her using the old method, and immedi- 


197 


j 
| 
| 
| | 
i 
|| 


The Journal of Accountancy 


ately I had visions of her being stupid. She didn’t look stupid, 
and I said to her, “ Isn’t my scheme better than yours?” She 
said “ Yes.” “ Well, then,” I said, “ why don’t you use it?” She 
said, “ What is the use? This outfit wouldn’t let any girl earn 
more than six dollars a week; if she earns more than that they 
will cut her.” This is an example of the impossibility of ever 
obtaining efficiency, a square deal, or the benefits of the work- 
man’s initiative under the old methods of payment. 

Under scientific management the amount of pay is scientific- 
ally determined in the first instance. You must use a stop watch, 
but I assure you it is not at all uncommon to allow over fifty 
per cent. of the entire working hours for rest, when you make 
your calculations with a stop watch. In fact, one of the most 
important points that Dr. Taylor considers in setting the task is 
the period of rest. This must be sufficiently large to overcome 
the fatigue of the particular kind of business that is being done. 

Far from being a vicious scheme that grades down the work- 
men and gets the last drop of blood, it provides a place for the 
old men, whereby they are employed for many years longer than 
they would be under the traditional form of management, be- 
cause this scheme is very largely a matter of teaching, and teach- 
ers are very scarce. That is why there are only about fifty thou- 
sand people under this form of management at the present time. 
Dr. Taylor stated that, and Mr. Golden criticised it. The reason 
is the scarcity of teachers. Now, if there ever was a fitting 
place for the old man, after he has outlived his usefulness, it 
would be a place for him as a teacher, to teach the younger and 
more strenuous members of the community. 

If Dr. Taylor’s plan of management had nothing else to rec- 
ommend it except the fact that it has one functional foreman, 
who is a trained disciplinarian, whose entire function is to train 
the men, and punish them, this would be enough. Under the 
old scheme to punish a man is to discharge him. That hurts the 
management and it hurts the man, and there is some duty to 
that man’s family. His wife looks after him, and sends him to 
work with good food in his dinner pail, and it would seem as 
though she is somewhat interested in the success of the concern. 
Under the old method the foreman sometimes discharges a man 
without any reason, simply because he is angry at him. The 
man’s job and his family’s income stops at the whim of some 
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biased, uninformed, and busy foreman. Under scientific man- 
agement the foreman cannot discharge a man; all he can do is to 
send him down to the disciplinarian, who is an unbiased, trained, 
and specially fitted peace-maker. The man has a hearing; he 
tell his side of the story, and if the foreman is untruthful, or 
has not given him a square deal, the foreman gets disciplined by 
the disciplinarian, instead of the man. 

In a talk with a business agent of one of the unions upon this 
subject, he said that this particular scheme had won him; that it 
was most marvelous; that instead of discharging a man the sys- 
tem should have a fair, unbiased person, paid for the purpose of 
looking into every case, to see if he could not put the man back 
to work. I say again, if there was nothing else to recommend 
Dr. Taylor’s plan but the question of the form of punishment— 
and we all need punishment sometimes—by having a fair, square 
disciplinarian, Taylor’s life work is justified. The old scheme 
is like having a policeman arrest you, and then take you down 
the alley and fine you. Under this scheme the policeman has 
nothing to do with it. 

Another point in Dr. Taylor’s plan of management that is 
worthy of the work that has been put upon it is the question of 
the elimination of accidents. Under the old bonus scheme there 
was always an incentive to the workmen to do the work quickly, 
and so make his bonus. Under the Taylor scheme he is handed, 
on an instruction card, the most exact and definite description 
of the best way that the cleverest of the workers together can 
devise. After instructions have been put in writing and sent 
out to all those men who are to do the job, a workman cannot 
have his increase in pay unless he has given the standard of qual- 
ity that is prescribed on his instruction card. For example the 
workman would not get any bonus for packing the piston of the 
locomotive unless it is done exactly as called for, and incident- 
ally within a fair time, determined by the stop watch on a first- 
class workman, with the allowance of rest to overcome the 
fatigue. And I say, not only the disciplinary feature, but the 
safety to human life and human injury of the Taylor system is 
a sufficient warrant for the work that Taylor spent on this thing. 

If you are still unconvinced after having heard Dr. Taylor, 
I would suggest that you go and see some of the works where 
the system is in operation, a full list of which I do not need to 
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mention—they have been mentioned in many of the magazines— 
and talk with the workmen. When I first took an interest in this 
subject that is what I did. 

I shall never forget an interview I had with the first man, 
and I have never had reason to believe that that interview was 
not indicative of the typical case. I went up to a workman and 
I said, “ Here, I am not interested in this concern at all, I am 
simply looking this scheme over to see if it is good to put into the 
building business, and I wish to have an expression from you as 
to what you think of this scheme.” “ Well,” he said, “ to tell you 
the truth I don’t know the first thing about the Taylor System; 
I hear some talk about it. All I can tell you is that I can make 
five dollars a week more working in this shop than anywhere else, 
and I never was so well treated in all my life.” 

The theory in practice will increase wages and shorten the 
hours in the day’s work for the worker and will give him a 
square deal and fewer accidents. 

It will reduce production costs for the employer. 

It will reduce the cost of living for the consumer. 

The elimination of unnecessary waste will increase the pros- 
perity of all. 
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EDITORIAL 
A Liberal Education 


The quiet and complacent shades of Cambridge are disturbed 
because a sophomore in Harvard College, Mr. H. K. Moderwell, 
has declared in a college publication, “ not only that a liberal edu- 
cation is impossible at Harvard, but that the courses of instruc- 
tion are deliberately designed to make it impossible.” The Har- 
vard Alumni Bulletin, a graduate publication presumably edited 
by men who have achieved a liberal education, admits that the 
accusation would deserve attention but for the “ delicious fact” 
that it was written by a sophomore. The Bulletin is especially 
grieved because the Harvard Monthly, in which Mr. Moderwell’s 
article appeared, commended it in sentences teeming with very 
red hot adjectives. After picturing the varied studies of the 
Harvard man in literature, in sociology, in economics, and in 
the sciences, the editor of the Monthly laments that in spite of 
these studies, the student finds “ no picture of a huge, half-voice- 
less world groping and struggling toward a surging, effulgent 
civilization of mighty harnessed powers and fine achievements.” 

We do not wonder that the editor of the Alumni Bulletin ad- 
mits that it takes a long time for a graduate to grasp the meaning 
of that sentence. But we see no reason why the Bulletin should 
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regard Mr. Moderwell, as it says it does, “ more in sorrow than 
in anger.” There is really no occasion for either emotion. We 
are surprised that the editor of the alumni publication should 
ridicule Mr. Moderwell because of his presumptuous youth, and 
not attempt to enlighten him with regard to the end and aim 
of a college education. This young sophomore went to Cam- 
bridge in pursuit of an educational will-o’-the-wisp. He wanted 
a liberal education. He thought he could get it at Cambridge in 
four years. Doubtless his preparatory school teachers told him 
he could get a liberal education there by pursuing a judicious 
mixture of courses in the languages, sciences, history, literature 
and the fine arts. Near the end of his sophomore year he sud- 
denly awakens to the fact—probably because he is trying to 
select his courses of study for the junior year—that he cannot 
take all these subjects and get more than a smattering acquaint- 
ance with each, and furthermore, that the college authorities in- 
sist upon his making an intensive study in at least two fields of 
human knowledge. Hence he sees his dream of a liberal educa- 
tion in four years, vanish in smoke, and he blames the college. 

All this furnishes a text to THE JourRNAL, for this is the sea- 
son of the year when accountants should be considering what 
kind of an education they shall provide for their boys. In any 
event let them not seek to have their boys achieve that which 
does not exist, namely, a liberal education. That phrase is a 
survival of an educational regime that ended almost a century 
ago. It was the regime during which it was possible for a 
bright young man to acquire that knowledge which every man 
of culture was supposed to possess, namely, an acquaintance with 
the classics, a knowledge of the great events in the world’s his- 
tory, familiarly with the higher mathematics, and some grasp 
of the theories of the great philosophers. Apart from philoso- 
phy and religion, very little intensive study had been done a 
hundred years ago in any field of human knowledge. It was 
possible, therefore, for a young man to cover the whole field of 
intellectual achievement before he was twenty-five years old, and 
then he was said to have a “ liberal education.” 

At the present time any attempt on the part of a young man 
to cover the whole field of human knowledge would result in a 
worthless, superficial smattering. For this reason, our colleges 
no longer attempt to make it possible. Every student is advised, 
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in our best colleges, not to try to get all that the curriculum af- 
fords, but to select such courses of study as will best equip him 
for his future career; and the emphasis is put, not on the mere 
knowledge which he will gain from his studies, but on the train- 
ing his mind will receive. In other words, a boy should be sent 
to college, not primarily to learn something, but in order that his 
mind may be trained to think clearly and scientifically about such 
problems as he will be called upon later to solve. Sound judg- 
ment, not ripe knowledge, is the goal at which the college aims. 

What courses of study should be pursued by a young man 
who intends to become an accountant? If he is under twenty 
years of age, the editor of THE JourNAL believes that he should 
get a college education. During his four years in college, let 
him study at least two modern languages, of which one should 
be Spanish, mathematics through calculus, English and English 
literature, physics, chemistry, history, logic, sociology and politi- 
cal economy. He should take all the work in political economy 
that his college offers, for this is the science of which accounting 
is a part. These courses of study will not yield him a liberal 
education in the old-fashioned sense of that phrase, but they will 
broaden him, help him to take a sane view of life and its duties, 
and give him power to think clearly and to write clearly about 
the various questions he will be called upon to discuss during 
the practice of his profession. 

After his graduation from college he should make an inten- 
sive study of accounting and of commercial law. This he will 
be able to do either in his father’s office, with his father as guide 
and tutor, or in one of our university schools of commerce. 

In the case of the young man who has passed his majority, 
we would not uniformly recommend a college education. He 
would find himself associated with men several years his junior, 
and he might not be content nor satisfied with his work. For 
such young men—and there are many of them in the country— 
we recommend the courses of study offered in the university 
schools of commerce; and we strongly advise that such students 
shall not limit themselves merely to the study of accounting and 
of commercial law. They should take all of the so-called “ lib- 
eral” studies which our schools of commerce offer, for not other- 
wise will they get from their university work that breadth and 
mental power which are the end and aim of the American college. 
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Good Taste and Advertising 


In the last few months THE JourNaL has received from 
correspondents half a dozen specimens of advertising efforts put 
forth by accountants in different parts of the United States. 
We do not mean to scold any more on this subject, yet some of 
this “ business-getting” literature is of a kind that would cer- 
tainly make Dr. Munyon’s right hand drop from mid air with an 
awful whack upon the person of any employee who ventured to 
imitate. Surely, if an advertisement is of a kind that a vender 
of patent medicine would reject it as worse than harmless, an ac- 
countant, whether he believes himself a professional man or not, 
should think twice ten thousand times before he links his name 
to it. 

Here, for instance, is a letter from an “ accountant” who 
wants a job, addressed to a large and well known firm of public 
accountants. Think how hard it would be to prove that the 
writer has either good taste or good sense, knowing that he could 
get up these two paragraphs about himself: 


While I am an able Commercial Accountant, the particular field in 
which I am especially expert is that of the Accounts and Production 
Costs of Industrial Enterprises. In this field, as well as in the commercial 
field, I have had years of experience as a professional Reorganizer, 
Methodizer, and Economist, and I have yet to be pronounced or to find 
myself second in point of ability to any man engaged in this work. I 
am ever a leader, not a follower, and though I have no objection to my 
work being supervised, the fact is that my work does not require super- 
vision. 

My ability is acknowledged as superior to that of the ordinary account- 
ant, for my knowledge is not academic only, as is that of the man who is 
but an advanced bookkeeper, but is the result of a thorough intellectual 
training combined with actual experience in dealing with concrete facts 
and conditions. A man of firm character and ability for business, I know 
how to deal with principals. 


We recall the efforts of the colored parson who proposed to 
“ define the indefinable and unscrew the inscrutable,” and shall 
not attempt to criticize the uncriticizable. It is to be feared that 
this “ able commercial accountant” will never understand why 
b- has not been “ pronounced second in point of ability, etc.” 
Next comes a letter from an Audit Company sent to a com- 
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mercial firm in response to an advertisement calling for a clerk 
at $12 a week! 


GENTLEMEN : 

Noting your office vacancy, wish to put the following pertinent 
questions : 

Are your books in balance? 

Have you an up-to-date system? 

We make audits; $5.00 monthly upward. 

Would it not be wise to have them checked, before starting new book- 
keeper? 

If interested, write or phone. 

Aupit Co. 

That Audit Company is sure hunting for business with a fine 
tooth comb. Let us raise no question about ethical standards 
and all that. A bigger question is involved. Are there many 
business men in New York City dull enough to be caught by 
such a letter? If so, would they have sense enough to know 
the advantage of having their books balance? 

Our third instance is a postal card addressed to a certified 
public accountant, on the back of which looms up the photograph 
of the addressee, with an invitation that you do business with 
him. Again let us drop the question of professional standards. 
A more vital question is involved—namely, by what strange men- 
tal process could a certified public accountant reach the conclusion 
that such a card would bring him business rather than ridicule? 

Finally, we have several advertisements clipped from news- 
papers or magazines, in which various well known accounting 
firms and audit companies solicit business in language that sug- 
gests, although it does not directly assert, their superior ability. 
Even if accountancy be viewed merely as a trade or business, 
these advertisers are surely making a mistake. Are American 
business men tempted to retain an accounting firm because it 
intimates that its services are “ valuable,” or that its assistants 
are “expert”? In our opinion no business that is worth while 
can be got in that way. The business public of the United States 
certainly needs education as to the meaning and importance of the 
work of the public accountant, and nobody is disposed to find 
fault with advertising literature that is both dignified and en- 
lightening. That is the only kind of advertising that will in- 
crease the receipts of accountancy if it is a business, and it will 
probably not hurt the status of accountancy as a profession. 
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Text of Chase’s Report 


The full text of the report of Harvey S. Chase, C.P.A., on the accounts 
of the Commonwealth of Massachusetts, to which editorial reference was 
made in the June JourNAL, is given below. 


APRIL 21, IQII. 


To his Excellency, Eugene N. Foss, Governor of the Commonwealth, 
The Executive Council and The Joint Committee on Ways and 
Means of the General Court: 


Following the Governor's instructions, we have examined the Bureau 
of Statistics of the Commonwealth and report thereon as follows: 

We find that the Bureau’s regular functions are four in number. 
First, the Labor Division, which was the original function of the Bureau. 
The first name of the department was “ Bureau of Statistics of Labor.” 
Second, the Manufactures Division, which provides annual statistics 
concerning manufacturing industries throughout the Commonwealth. 
Third, the administration and control of financial and other statistics of 
the municipalities of the Commonwealth, both cities and towns. Fourth, 
the “ Free Employment” offices. There is also the decennial census work, 
which is important and of very great volume, and which costs about $450,- 
000 once in ten years. 

The third function, municipal statistics, is of the most vital impor- 
tance to the people of the State, in our opinion, and it is the one to which 
we have devoted the greater part of the time of our investigation. The 
Bureau assumed this work in 1906 under an act passed that year (Chap- 
ter 206). This act was drawn by the writer of this report after a three 
years’ campaign of education, both inside and outside of the legislature. 
This campaign set forth the fundamental importance to the State and to 
the municipalities themselves of uniformly classified accounts, of corre- 
spondingly standard forms for annual reports, and of similar uniformity 
in financial budgets, estimates, and schedules of departmental appropria- 
tions. For many years it had been apparent that our municipalities were 
running headlong into debt, deeper and deeper each year, without com- 
prehension of the direction and speed of their progress and without book- 
keeping means of recognizing how dangerous this process had become. 
Nothing effectual could be done about it, we were convinced—after much 
experience in municipal investigations in this and other States—until the 
Statutes of the Commonwealth should provide for a central State office 
which should act as a clearing house for all the municipalities. The Act 
of 1906 made such provision in skeleton form after efforts in preceding 
legislatures had proved fruitless. 

It is a striking testimony to the necessity of this law that to-day 
scarcely a municipality or any intelligent official therein is antagonistic 
to this work of the Bureau, whereas the first year (1903) that such an 
act was proposed it was the fact that Room 240, the largest committee 
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room in the State House, was not big enough to hold the representatives 
of the cities and towns who came before the committee and violently 
opposed this bill. The provisions of the proposed act were then de- 
nounced as subversive of home rule, whereas, in fact, this act has given 
the stanchest support to sound methods of home rule, based on accurate 
knowledge of the financial conditions. Without uniform classifications 
and comparative statistics the administrators of our towns and cities 
have been in the past very much at sea. The same experiments, almost 
without number, have been tried in one city after another, and many of 
them have failed dismally. One town was not able to profit by the knowl- 
edge of another town. One city could not utilize another city’s expe- 
rience. There was entire lack of co-operation, while puerile and futile 
financing was alarmingly frequent. 

To-day many of those who originally opposed the act are its most 
ardent champions. Light has broken in upon the darkness of municipal 
accounting. Clearness of statement is taking the place of unintelligible 
summaries and prolix details. Simplicity and accuracy of bookkeeping, 
proper standards in classification, sound methods of financing, sufficient 
provisions for sinking funds, are now recognized as not impracticable. 
Deficiencies of revenue are no longer to be hidden in incomprehensible 
accounts or buried in issues of notes and bonds without means of sepa- 
rating such deficiencies from reasonable flotations of properly secured 
bonds for public improvements. 

The vital nature of this single function of the Bureau of Statistics 
we have made clear, and it is our opinion that, if the Governor’s present 
investigation of the departments does no more than bring to the atten- 
tion of the citizens throughout the Commonwealth the necessities of 
further legislation along the line which has proved so successful in its 
first stages, the total cost of all the expert investigations will have been 
justified. Moreover, if such legislation is actually enacted, the result will 
be to return these expenses many-fold annually to the treasuries of the 
cities and towns of the Commonwealth. 


Trust Funps or Cities anp Towns 


As an illustration of what the Bureau of Statistics is doing, we quote 
from a report to the Senate, dated March 1, 1911, made by the Director 
of the Bureau in response to the Senate’s request for specific information. 
In a table it is shown that over $850,000 of trust funds and cemetery 
perpetual care funds, left in trust to cities and towns, have been appro- 
priated and used for current expenses in those municipalities, and that 
to-day there are no specific assets to represent these legacies and bequests. 
It is also shown, after examination of only one half of the towns in 
the State, that over a million dollars of outstanding obligations of these 
cities and towns have no provisions whatsoever for payment—no sinking 
funds, no sound serial bond provisions, and no offsetting assets—other 
than the general taxing power of the municipalities respectively. Many 
of these “trust funds” have disappeared from the town’s bookkeeping 
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records, except so far as interest allowances have been made upon them 
from time to time. Such interest allowances were established mostly in 
the distant past, when six per cent or higher was the ruling rate, and 
these funds are still carrying that rate, whereas recent city and town 
debts now carry a much lower rate, the difference being frequently an 
annually increasing dead loss to the town. Some of these funds are 
shown to have been running for twenty, thirty, fifty, and even sixty 
years. One of the latter for the amount of $1,000 has paid to date 
$3,540 for interest, and must still continue to pay at six per cent, unless 
the trust fund is recouped and invested in substantial securities, whose 
actual earnings may then be the measure of the interest to be paid over by 
the town. Another city fund, $50,000, has been running many years, and 
over $123,000 of interest has been paid out on account of it. Many other 
examples of utterly unsound financial operations can be culled without 
difficulty from the rapidly accumulating records of the Bureau. 


MunicipaL Dests AND SINKING FuNps 


The amounts quoted above do not include outstanding “temporary 
tax loans” (i.e., city and town notes issued in anticipation of taxes 
to be collected, which the statutes declare shall be paid inside of one 
year), and therefore need not be included in municipal debt statements 
(debt limitation). It is a fact, however, as our investigations have proved, 
that in many cities and towns these anticipated tax loans are not paid 
from collections of taxes within the year, but are renewed by the issu- 
ance of new notes extending or taking up the old, frequently for year 
after year. We have found $200,000 of such notes in one city, $160,000 
in another, and relatively large amounts in other cities and towns. In 
one town, for instance, the outstanding temporary loans for the year 1907 
were $20,000, while there remained of uncollected taxes of that same 
year only $5.75, showing conclusively that the taxes of that year had 
not been used to pay the loans, as the law directs, but that both loans 
and taxes had been used for running expenses or other purposes. Similar 
infractions of the spirit and even the letter of the law are common in 
our experience with cities and towns in this Commonwealth, and, we are 
free to state, they are worse rather than better in many other States. 

Again, consider bonded debts and the sinking funds which are sup- 
posed to provide for these debts at maturity. Contrary to the condition 
in the Commonwealth’s own sinking funds, which we have previously 
commented upon in our first report to the Governor, we find in various 
cities and towns wholly insufficient provisions for their sinking funds 
year by year, and in some cases no provisions at all. 

In one city which we recently investigated we found deficiencies of 
over $600,000 in the sinking funds, meaning thereby that the necessary 
requirements for the tax levies of past years had not been met in those 
years, and that now the taxpayers of the future must be called upon to 
provide to this huge extent for carelessness and neglect in the past. 
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MunicipaL Tax Levies AND Tax Limits 


It is the custom in most States of the Union to establish limits, either 
in the constitution of the State or by action of the legislature, whereby 
towns and cities are prohibited from contracting debts in excess of spe- 
cified limitations. In Massachusetts, however, in addition to a specified 
debt limit of this character, the legislature in 1885 initiated a new idea; 
namely, the establishment of limitations upon the tax levies in cities 
throughout the State. The limit for the city of Boston was set at $9 
per thousand of valuation (since changed to $10.50), and in all other 
cities of the State $12 on the thousand of valuation. No other State of 
the Union, so far as we are aware, has this limitation on the tax levy, 
and in our opinion, it is unsound both theoretically and practically, and 
has brought about serious evils in administering the finances of our cities. 

This tax limitation was intended to hold down city governments and 
prevent the spending of moneys in excess of $12 on the thousand for 
ordinary city expenses. The result has been not to encourage economy 
and efficiency in the administrations, as was hoped, but to encourage 
in a large number of our cities a policy of issuing notes and bonds and 
of using the proceeds to pay running expenses in excess of the $12 tax 
limit. This proceeding is a highly dangerous one, and has resulted in the 
accumulation of floating debts to an alarming extent. 

After our experiences in investigating the finances of a large number 
of cities and towns in this State, we are forced to the conclusion that 
such legislative action as was taken in 1885 concerning tax limitation is 
fundamentally wrong, and that it is obligatory upon the legislature at 
the earliest practicable moment to change the policy of the State in this 
respect. Instead of laying emphasis on the limitation of the tax rate, 
the legislature should lay emphasis, where it properly belongs, upon the 
prohibition of the issuance of municipal debt for running expenses. If 
new statutes are enacted, specifying for what objects cities and towns 
may issue debt and prohibiting the issuance of bonds and notes for other 
purposes, the tax limitation may then be abolished safely. It is clearly 
evident that with the tax rate limited by the legislature to $12 and with 
expenses in excess of $12 hidden in issues of debt, it is impossible for 
the citizen or even the city official to realize the extent of municipal 
extravagance or municipal inefficiency, because such excess cannot appear 
in the tax rate directly. If it did appear, and if the tax rate were com- 
pelled, as it should be compelled, to reflect the actual financial require- 
ments of our towns and cities annually for running expenses, then every 
taxpaying citizen would be awake to such maladministration, because the 
increased tax would touch his “pocket nerve.” An increased tax rate, 
unless it is justified by corresponding benefits to the citizens, would be a 
signal for a political revolution, by which the extravagant or inefficient 
administration would be recognized and thrown out at the next election. 

If now the State should specifically declare for what objects, and 
what objects only, the municipalities may issue debt, then all other ex- 
penditures would necessarily be included in the tax rates, and such a 
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condition is exactly the condition which ought to prevail in all our cities 
and towns. The actual situation, however, in many of these cities and 
towns is just the reverse of this. The shrewdest and most unscrupulous 
politicians are the ones who, under our present laws, can best thrive, for 
they do not hesitate to hold down the tax rate and to hide their extrava- 
gances under cover of debt issues, thereby laying off on future taxpayers 
the burden of the graft and inefficiency of the present, as well as the 
further burden of interest payments. 


RECOMMENDATIONS 


As this matter is of vital importance to every city in the Common- 
wealth, so far as tax limitation is concerned, and to all cities and all 
towns in the Commonwealth, so far as legal provisions to control issu- 
ance of debt are concerned, it is evident that the whole question should 
be given very careful study. The subject should be considered in its 
broadest aspects, with due regard for all the practical complications, be- 
cause it is intimately connected with the general tax problems which are 
now agitating the people of the Commonwealth as well as the State 
government. A commission, paid or unpaid, consisting of the heads of 
the State departments most closely connected with these matters, together 
with individuals who have had the widest experience in these questions, 
who might be appointed by the Governor, should give the necessary time 
and study to this particular phase of the general question and should 
report to the next General Court a clear-cut policy for the State to follow 
concerning limitations of municipal debts in the future and concerning 
the abolishment of limitations on municipal tax rates and tax levies. 

These are definite questions, fraught with the greatest import to the 
Commonwealth as a whole and to the cities in particular. They should 
be judged solely on their merits as financial problems, wholly apart from 
political and partisan considerations. 


Cost or THE MunicipaL Statistics Division 


This division came into being in 1906. The expense of the first year 
was nominal, $1,440; the second year, 1907, the total expenditure was 
$6,000; in 1908, $7,700; in 1909, $12,600; in 1910, $21,700; and the esti- 
mate for this division in 1911 is $23,668, or about fourfold the original 
“expenditure of the first full year, 1907. These expenditures cover activi- 
ties in three directions; first, the collection and publication of annual 
municipal statistics as required by the original Act of 1906; second, the 
installation of standard methods of accounting in towns and cities under 
recent amendments to the act; and, third, the preparation and certification 
of town promissory notes which the legislature enacted last year. This 
legislation was due to the extraordinary conditions revealed in the inves- 
tigations of forged notes to the total of over a million dollars. Each of 
these subdivisions of the Bureau efforts is important. The latter is 
taking a disproportionate amount of time at present, because the forms 
of town notes under the new legislation had to be devised and the 
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methods of handling and certifying to them had to be initiated. This 
will soon become a routine matter, comparatively simple, though it will 
always require considerable time and attention. 

The second subdivision—installation of new systems of accounts—is 
bound to grow rapidly, and will soon exhaust, if it has not already ex- 
hausted, the capacity of the Bureau under present conditions with its 
present trained force. Sooner or later, as we know from our own expe- 
rience, all of the cities and towns throughout the State must have their 
systems of accounting reorganized. There is the same fundamental neces- 
sity for balance sheets and for modern double-entry methods of account- 
ing in cities and towns that there is in all other classes of corporations; 
and as the State has undertaken, by recent legislation, to provide in- 
struction for installing such systems, there will be no escape from 
a continual enlargement of the department’s force for this purpose for 
some time to come. While the number of expert men must be increased, 
the expense to the State will not be increased proportionately, because 
under the statutes the costs to the department in installing such new 
systems in the cities and towns are to be levied upon these municipalities 
respectively and recovered into the treasury of the Commonwealth. 

The first subdivision, which was the sole object of the original act, 
consisted of the collection, compilation, and publication of annual com- 
parative statistics relating to the finances of all the towns and cities in 
the State. This was begun in 1906, and volumes have been published 
covering these statistics for 1906 and 1907, while 1908 will be published 
soon. It is unfortunate that the publication of these statistics is now 
some two years behind, but this has been due to the nature of the work, 
which is exceedingly complicated, but especially to the inherent difficulties 
of getting accurate comparative statistics from the books of the cities and 
towns, because these books are not arranged, and never have been 
arranged, with uniform classifications or with much regard for modern 
requirements in accounts. As the installation of correct bookkeeping 
proceeds, by the increased efforts of the Bureau in this direction, the 
difficulties in obtaining annual statistics promptly and accurately will 
diminish until in due time the Bureau will be able to publish its reports 
soon after the close of each fiscal year. This matter can, therefore, be 
safely left for the future to take care of. 

Viewed in the light of its importance to the Commonwealth as a 
whole and to the cities and towns in particular, the amount of money 
which these activities of the Bureau are costing the Commonwealth is 
fully justified, in our opinion, and any reasonable increase of this ex- 
penditure will also be justified. 


Costs or OrHer Divisions oF THE DEPARTMENT 


The costs of the other divisions of the department—namely, Statistics 
of Labor, Division of Manufactures—together with the general expense 
of administration and publication, have not varied greatly during the last 
ten years. In 1901 they were about $32,500; in 1902, 39,000; in 1905, $32,- 
000; in 1907, $38,000; in 1909, $43,000; and in 1911 the estimate is $44,082. 
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In 1910 the amount actually paid out by the Bureau for these purposes, 
according to the State Auditor’s reports, was $38,078.20, but in that year, 
which was the year of the national census, no report on manufactures was 
published, because the report of the United States Census took the place 
of it. Considerable costs of labor and printing were eliminated, therefore, 
in that year. 

Both of the divisions above enumerated, “ Statistics of Labor” and 
of “ Manufactures,” have been long established in the State, the origin 
of the Bureau dating back to 1869, and the original statute assigning as 
its primary function “to collect, assort, arrange and present in annual 
reports statistical details relative to all departments of labor in the Com- 
monwealth.” The annual publications of the Bureau on these two lines 
of inquiry are so weil established and so well known that for us to 
devote any further time to them would be superfluous. 


Free EMPLOYMENT OFFICES 


Certain duties were laid upon the Bureau in Chapter 435 of the Acts 
of 1906, relating to free employment offices. The expenses pertaining to 
this division of the department’s work, which is covered by a special 
appropriation each year, have been as follows: 1907, $22,733; 1908, $20,- 
604; 1909, $19,708; 1910, $19,837; and the estimate for 1911 is $22,000. 
The latter item includes rent, which must hereafter be paid for the offices 
in Fall River, where, heretofore, office space has been given rent free by 
the Textile School, which is one of the wards of the State. The present 
estimate for 1911 includes also provision for an additional clerk at the 
Boston office. 

We have examined the relative efficiency of this division of the Bu- 
reau’s labors, and find that, measured by the number of positions secured 
for the unemployed in each year, the relative cost has been steadily de- 
creasing. For the last three years, for illustration, the cost to the State 
for each position secured was the following: in 1908, $1.38; in 1909, 
$1.12; and in 1910, 96 cents. In 1908 about 15,000 positions were secured; 
in 1909, 17,741 positions; in I910, 20,574 positions. In 1908 the applica- 
tions for employment numbered over 57,000; in 1909, over 42,000; and 
in 1910, over 47,000. As the expense of this division has decreased both 
absolutely and relatively during the past three years, and as the State 
seems to be committed to the policy of maintaining free employment 
offices, there is little for us to say further about them. 


SPECIAL INVESTIGATIONS 


: From time to time the Bureau is called upon by the legislature to 
a make special investigations of a statistical character, as, for example, 
the inquiry last year relative to the cost of establishing retirement systems 
for State and county employees, and that recently made in response to 
an order of the Senate for a report on the outstanding indebtedness of 
cities and towns, for the payment of which no provision has been made 
as required by law. 
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REORGANIZATION OF OFFICE METHODS TENDING TOWARD INCREASED 
EFFICIENCY 


The law of 1907 provided that 4,500 copies of the report on Statistics 
of Labor and the same number on the Statistics of Manufactures should 
be printed. The Director, deeming this number excessive, recommended 
that the publications be reduced to 3,500 and 3,000 copies respectively. 
Similarly, the annual report of the free employment offices has been 
reduced from 3,250 copies to 2,500. On the other hand, the demand for 
the annual report of statistics for cities and towns is steadily increasing, 
the last report issued being exhausted within a month after publication. 
The present legislature has authorized 7,000 copies of future editions, 
provided that number is required. 

The pamphlet library has been reorganized, accumulations of thirty 
years or more sorted, and that part of no value sold for old paper and 
the proceeds turned into the treasury. Many files of reports, etc., were 
turned over to the State library, and thereby shelf room was obtained 
for current files. 

The method of tabulating statistics of manufactures has been improved, 
and the classifications of manufactures have been revised, thereby bring- 
ing publications of the Massachusetts Bureau into greater harmony with 
the Bureau of the Census at Washington. This was a laborious under- 
taking, but has been successfully accomplished. 

The Labor Bulletin has been reorganized, and now serves as a me- 
dium for publication of independent inquiries made by the department, 
and is devoted exclusively to the treatment of subjects bearing directly 
on labor questions. 


Tue DeEvELOPMENT OF MUNICIPAL STATISTICS 


The development of the classifications of municipal statistics has been 
exceedingly laborious, and has been adjusted as closely as practicable to 
the standard classifications of the United States Census. The office staff 
of this division has been completely reorganized, and four experts in 
municipal statistics have been engaged, two of whom have had practical 
experience as city and town auditors for many years, while the other 
two have had experience as special agents of the United States Census 
in relation to municipal matters in various sections of the country. 

The administrative staff of the Bureau includes the Director, at a 
salary of $3,000, who has been in the service four years; a chief clerk, 
at $2,000, who has been in the service twenty-three years; an assistant 
chief clerk, at $1,200, with twenty-six years’ experience in the depart- 
ment; two stenographers at a total of $1,500 for the two, seven, and three 
years’ experience respectively. There is also a messenger and a laborer 
at $660 each. The appropriations are made in three sums: first, for 
clerical services; second, for contingent expenses; and, third, for the 
maintenance of the free employment offices. There is also an annual 
appropriation of $1,000 for the expenses of taking the summer census, 
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provided by Section 13 of Chapter 100 of the Revised Laws. Further, an 
appropriation of $5,000 is asked for this year as a “revolving fund,” to 
cover the expense of auditing and installing municipal accounting systems, 
which will be assessed back upon the cities and towns for which the 
same is expended. 


Pustic INQUIRIES’ 


In addition to the special investigations required by the legislature, the 
department is frequently called upon by the public for varieties of infor- 
mation relating to industrial and economic matter. Such requests come 
from individuals, from commercial and charitable associations, from 
Young Men’s Christian Associations, from religious bodies, foreign con- 
suls, other State departments, investigating commissions, municipal of- 
ficers, and the newspapers. These inquiries frequently involve the compi- 
lation of special tabulations, and in the aggregate they make considerable 
inroads upon the time of the employees and correspondingly delay the 
regular work of the department. These functions seem to us to be im- 
portant enough to fully justify the additional expense required in answer- 
ing the inquiries. 


Vacations, Etc. 


“ Sick leaves” and vacations are granted in this department along the 
same line which we have commented upon in our reports upon other 
departments, and call for the same consideration by the Governor and 
Council, in order that standard regulations in these respects may be for- 
mulated for all departments of the State. 


Time SHEETS 


We were gratified to find excellently designed daily time sheets in 
regular use throughout this department. Not only “time sheets,” but 
further detailed records of visits and interviews and correspondence with 
city and town officers are satisfactorily kept. These records should be- 
come of great statistical value as years go by. 


GENERAL ADMINISTRATION 


We have made a careful study of the administration and efficiency 
of the department, and have found much to commend. The force has 
been selected upon merit, and the employees are faithful workers, so far 
as our survey has gone. With the increases of the force which must be 
expected, the space occupied by the department will be none too much, 
especially when the necessities of decennial State census work and of 
the supervision of United States Census work on alternate five-year 
periods, are remembered. Quite probably, if galleries were introduced 
for storage of books and papers and other provisions made for census de- 
mands, the space requirements of the present force could be cut down 
considerably. 
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In ConcLusion 

We urgently recommend enactments by the present, or, at the furthest, 
by the next legislature along the lines suggested herein. Especially do we 
strongly advise the passage of bills specifying the purposes for which, and 
for which only, issuance of city and town debts may be permitted. When 
this is done, in accordance with sound financial requirements, the present 
laws limiting the tax rates in cities should be repealed promptly. Few 
matters in the whole category of pending legislation are so important 
for the Commonwealth and for the individual municipalities as these are, 
in our opinion, after professional experience in more than a hundred 
cities and towns in this and other States. 

Very respectfully, 
Harvey S. CHASE, 
Certified Public Accountant. 


Correction 


Through a printer’s error the names of two associate members of 
the California State Society of Certified Public Accountants, who were 
admitted April 10, 1911, were given in the May issue of the JouRNAL 
as R. W. Bowes and E. W. Phipley. They should have been B. W. Bours 
and E. M. Shipley. 


University Professor on Minnesota Board 


Professor Thomas Warner Mitchell, of the University of Minne 

has been appointed by the Governor a member of the State Board o 
Accountancy of Minnesota. Professor Mitchell is a certified public ac- 
countant under the laws of the State of Minnesota. Although the Min- 
nesota Board, in a brief period of about two years, has had a varied 
career, it is believed that all per will welcome the appointment of a 
member of the university staff and that such appointment will have a 
very beneficial influence in uniting practical work, accounting, the State 
Board of Accountancy, and the State University in such a way as to 
bring honor and gratification to all. The university has constantly 
strengthened, enlarged, and perfected its courses r= for business, 
and now offers full preparation for the C. P. A. examinations. Pro- 
fessor Mitchell was formerly a member of the faculty of the New York 
University School of Commerce, Accounts and Finance. 


Announcements 


George Wilkinson & Company, Certified Public Accountants, have an- 
nounced the removal of their office from 52 Broadway to 30 Church 
Street (Hudson Terminal Building), Room r1or4. 

Edwards & Ronald, Chartered Accountants, Winnipeg, announce the 
removal of their offices to Suite 304-5-6, Northern Crown Bank Building, 
corner of Portage Avenue and Fort Street. 

Chester P. Child, C.P.A., and Thomas W. Byrnes, B.C.S., C.P.A., have 
announced the formation of a partnership under the name of Child & 
ae Certified Public Accountants, office at 31 Nassau Street, New 

ork. 
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Texas Accountants Organize 


On May 22, the first meeting of the practicing Public Accountants 
within the State of Texas was held at Galveston. At that time a per- 
manent organization was made; the constitution and by-laws were 
adopted, and officers elected for the year 1911-1912. Representatives were 
present from practically all the large cities of Texas; and for those who 
had intended to be present but were forced to be absent, a special arrange- 
ment was effected whereby the constitution and by-laws of the newly 
formed organization were left open for thirty days, thus enabling those 
delegates to become members of the Association. 

The bringing together of the Public Accountants was largely due to 
the individual efforts of Mr. W. P. Peter, of Dallas, who for the past 
six months had been corresponding with the best institutions of the state 
relative to the qualifications of those accountants from which the nucleus 
of the society would be formed. 

The purpose of organizing was to perfect a society which will be 
recognized by the American Association of Public Accountants, to at- 
tempt to secure legislation which will regulate the requirements of Public 
Accountants, and to establish a standard for the business. The general 
atmosphere of the meeting made it evident that the delegates were 
serious in their purpose of putting proper restrictions upon the practice 
of public accounting in the state. A thorough plan of procedure of the 
new organization was ably mapped out. Two grades of membership were 
determined upon—fellow members and associate members. The fellow 
members of the Texas State Society of Public Accountants are those 
who are full-fledged practicing accountants now in business in Texas. 
The associate members are those who are the employers of practicing 
public accountants, or those who are acquiring the knowledge necessary 
to attain that standard, but who are not yet practicing members. 

In order to make for greater efficiency in accounting throughout the 
state, and to encourage the study of accounting, a plan was determined 
upon whereby guilds will be formed among bookkeepers and office men 
throughout the state. The fellow members of the organization now have 
in preparation an examination which it is proposed practicing accountants 
will be required to pass before they will be given the title of certified 
accountants in the State of Texas. 

It was determined that the meetings of the association should be held 
semi-annually. The officers are to be elected for terms of six months. 
The officers chosen by the association for the ensuing term were H. E. 
Gordon, of Dallas, President; C. F. Bridwell, of Beaumont, Vice Presi- 
dent; W. P. Peter, of Dallas, Secretary-Treasurer. Directors for the first 
year are B. L. Raborn, of San Antonio; Clarence Longnecker, of El 
Paso; P. B. Potter, of Dallas, M. Morriss, of Austin. Other charter 
members are W. M. Aikman, of San Antonio; C. K. Schooler, Charles 
Byers, J. W. Hurst, of Dallas; B. D. Bierman, of Fort Worth; Marian 
Douglass, of Galveston; B. F. Albertson, of Maples; George Kidd, Jr., 
of Austin. 
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Correspondence 
The Balance Sheet 


To THE JOURNAL OF ACCOUNTANCY: 


Enclosed are some “ Balance Sheet” thoughts which may be of interest 
to your readers: 

1. The Balance Sheet is taken for some definite instant of time. Hence, 
questions of loss and gain are excluded. 

This eliminates one element of proprietorship. 

2. The Balance Sheet is a statement of the equality existing between 
two independent classifications of the same total value. The units of this 
value are the same in both classifications, which are, therefore, considered 
either separately or together, homogeneous. 

This assumes that sugar listed at one dollar is just as desirable to 
some available purchaser as one dollar in cash. That this is not true 
in practice does not vitiate the reasoning, for, when we admit that it is 
not true we must rectify the Balance Sheet. 

This eliminates the remaining element of Proprietorship as distin- 
guished from more general claims, and there remains only the equation 
between the material assets or their substitutes and the value of the cor- 
responding claims. 

3. The question now arises, “ What is the meaning of the word, 
‘balance,’ in the compound term ‘ Balance Sheet’?” 

(a) If we assume that here “balance,” like balance of an account, 
refers exclusively to the proprietor’s claim, and indicates that he is the 
last creditor to be satisfied, it may be, and usually is the case, that all 
of his belongings are not listed among the assets. 

Hence “balance” thus used must be broad enough to cover this 
partial investment of the proprietor’s total resource, and the statement 
necessarily forms his partial balance sheet. It then becomes imperative 
to introduce some entity, such as “the business,” to explain the qualifica- 
tion, partial. 

(b) If, on the other hand, the word balance in balance sheet, con- 
veys the idea of a complete scales with beam, knife edge, and equally 
weighted pans, then balance sheet means equation sheet, and it is again 
imperative to introduce “the business” in order to answer the question, 
Equation Sheet of What? 

4. The Theoretical Balance Sheet, then, is the statement of the business 
as a whole, and either with or without special reference to a separate 
interest in that business. The introduction of preferential claims is based 
on the assumption that this statement may be wrong, a position which is 
untenable from a theoretical standpoint. 

5. The question of the distribution of the assets among the claimants 
is independent of the theory of accounting and is subsequent to the for- 
mation of the Balance Sheet. 


Proprietorship is only one factor in this distribution. IRS 
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THE HISTORY OF THE TELEPHONE, by Hersert N. Casson. 
A. C. McClurg & Co., 1910. 315 pages. Price, $1.50 net. 


As Mr. Casson says in his preface, this history is neither technical, 
statistical, nor exhaustive. It is, however, full of lively interest and sur- 
prising facts. The book reads like a romance. One cannot lay it down 
until one has followed this epoch-making invention from the early ex- 
periments with a dead man’s ear to its introduction into all civilized 
countries and the utmost corners of the earth. To think that heathen 
Cathay, the Fiji Islands and African Abyssinia boast of telephones! 
We read with absorbing interest of their early limited and ridiculed use 
by the few believers until we reach the Epoch of the Telephone and its 
overwhelming importance as an economic and financial factor. 

Mr. Casson has the faculty of making his characters real. Of the 
pioneers in the field of telephony, he relates episodes that clinch one’s 
comprehension of the difficulties, opposition, ridicule and discouragement 
they met with on every hand and their unwavering faith, application and 
perseverance which finally triumphed. 

The difficulties that Alexander Graham Bell encountered in procuring 
a patent, his numerous lawsuits, the attacks of competitors, the difficulty 
of getting sufficient capital to finance the new enterprise during the vari- 
ous stages of its slow upward career, the many technical considerations 
that were overcome in regard to apparatus, switchboards, wires and wire 
laying, poles, down to competent operators, etc.—of these Mr. Casson has 
written most graphically. 

The various ways in which the telephone has been an economic factor 
are enumerated. The incident of the use of the telephone on the actual 
battle field reads like a fairy tale. A chapter is given to the difficulties 
of establishing the use of the telephone in foreign countries. We are 
told the interesting facts that Sweden alone has really caught the “ tele- 
phone spirit” and that as a “twig of bureaucracy” the telephone cannot 
prosper. The closing chapter is filled with tremendous optimism. We 
feel with Mr. Casson that the telephone does remain the “acme of elec- 
trical marvels” in spite of the many other new inventions, and that as 
truly as the telephone bells are ringing out old time-worn traditions, 
just as truly are they ringing in the inevitable Electrical Future. 


THE LAST AMERICAN FRONTIER, by Frepertck Locan Paxson, 
Macmillan Co., 1910. Price, $1.50 net. 


Mr. Paxson relates the long and difficult struggle which the United 
States encountered in settling the “ Far West,” which term changes in 
meaning as the story progresses. One can easily appreciate from the 
author’s descriptions of scenes and incidents, the great danger as well 
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as the physical discomforts which faced the hardy frontiersmen as they 
progressed westward. The tremendous influence of the frontier upon 
the history of the United States is well brought out. Among the various 
features discussed are the Indian frontier, the Santa Fé and Oregon 
trails, the Mormon pilgrimage to Great Salt Lake, the question of Kan- 
sas, California and the Forty-Niners, the migration to Pike’s Peak, the 
first Overland Mail and its difficulties, the Indian wars during and after 
the Civil War, and the condition of the outlying colonies during this 
period. 

The building of the first great railway from the Missouri River to the 
Pacific Ocean across plain and desert, over mountains and streams and, 
worst of all, through hostile Indian districts, is clearly told. 

The “ New Indian Policy” is the heading of a chapter full of valuable 
material. The last chapter entitled “Letting in the Population” is a 
fitting closing to the book. It enumerates the various railways which have 
completed the connections which join the East with the extreme West. 

The events which Professor Paxson has portrayed as belonging to the 
“Last Frontier” make a valuable supplement to Professor Turner’s 
epoch-making study of the frontier in American history. Professor 
Turner formulated the philosophy of the frontier influence upon Ameri- 
can development. No broad social, political or economic question can be 
rightly interpreted unless that great constant factor of the frontier which 
showed itself in the very beginning by turning cavaliers into trappers 
and which is still directing the trend of democratic ideas. It is no acci- 
dent that Bryan came from Nebraska. Nor is it due to perverseness of 
human nature that the supporters of Free Silver of Wisconsin and Ne- 
braska have deserted their leader. It is explained in terms of the fron- 
tier’s influence upon men’s economic and political ideas. In 1896 these 
two states were still on the “frontier.” It is, perhaps, not an insig- 
nificant fact that the greatest champion of frontier democratic ideas of 
our generation has been invited by a Mississippi city to take up his resi- 
dence with them because of their sympathy with his ideas. All of the 
frontier has not moved to the Far West. There are such things as re- 
tarded frontiers. 

The business man or the student of finance can no more understand 
the monetary and banking history of America without a knowledge of 
the actions and reactions caused by the presence of a great frontier 
continually pressing upon the industrial sections of the East, than a 
student of geography can comprehend the change of seasons without a 
thorough knowledge of the inclination of the earth’s axis to the ecliptic. 
In the descriptions of the lost frontier given us by Professor Paxson 
we are able to see the conditions out of which the great social and 
political questions have arisen during the last generation. 
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Epitep py CHARLES W. GERSTENBERG, Pu.B., LL.B. 


The Legal Department of THz JouRNAL OF ACCOUNTANCY is prepared to render a genuine 
service to its subscribers and readers, by undertaking to answer legal questions submitted to it. 
These questions, while they may be suggested by the problems that arise in the practice of our 
correspondents or by the more theoretical requirements of examination boards, should always 
be stated as to call for single propositions of law. Whenever the Department receives a 

ery the correct answer to which may vary with many possible but unstated circumstances 
the correspondents will be asked to give the details or advised to consult local counsel. Reason- 
ably prompt replies by the Department will be made by personal communication or through 
the columns of THE JourNAL. Address all communications to THE JOURNAL OF ACCOUNTANCY, 
Legal Department, 32 Waverly Place, New York City. 


THE EconoMIcs oF THE STANDARD O1L DECISION 


It will interest many of our readers to learn that the economic history 
of England and of the United States upon the subject of monopolies and 
contracts in restraint of trade, is tersely set forth in the recent decision 
of the Standard Oil Company vs. The United States. It was in the light 
of this history that the Supreme Court arrived at its decision in interpret- 
ing the Federal Anti-Trust Act. We quote verbatim that part of Chief 
Justice White’s opinion which considers the historical and broader eco- 
nomic aspect of the question: 

“We shall endeavor then, first to seek their meaning (the first and sec- 
ond sections of the Sherman Anti-Trust Law), not by indulging in an 
elaborate and learned analysis of the English law and of the law of this 
country, but by making a very brief reference to the elementary and 
indisputable conceptions of both the English and American law on the 
subject prior to the passage of the Antitrust Act. 

“a. It is certain that at a very remote period the words contract in 
restraint of trade in England came to refer to some voluntary restraint 
put by contract by an individual on his right to carry on his trade or 
calling. Originally all such contracts were considered to be illegal, be- 
cause it was deemed they were injurious to the public as well as to the 
individuals who made them. In the interest of the freedom of individuals 
to contract this doctrine was modified so that it was only when a restraint 
by contract was so general as to be coterminus with the kingdom that it 
was treated as void. That is to say, if the restraint was partial in its 
operation and was otherwise reasonable the contract was held to be valid. 

“b. Monopolies were defined by Lord Coke as follows: 


“* A monopoly is an institution, or allowance by the king by his 
grant, commission, or otherwise to any person or persons, bodies, 
politic or corporate, of or for the sole buying, selling, making, 
working, or using of anything, whereby any person or persons, 
bodies politic or corporate, are sought to be restrained of any 
freedom or liberty that they had before, or hindered in their 
lawful trade.’ (3 Inst., 181.) 


“Hawkins thus defined them: 
“* A monopoly is an allowance by the king to a particular person 
or persons of the sole buying, selling, making, working, or using 
of anything whereby the subject in general is restrained from 
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the freedom of manufacturing or trading which he had before.’ 
(Hawkins P. C., bk. I, c. 79.) 


“The frequent granting of monopolies and the struggle which led to 
a denial of the power to create them, that is to say, to the establishment 
that they were incompatible with the English constitution is known to all 
and need not be reviewed. The evils which led to the public outcry 
against monopolies and to the final denial of the power to make them may 
be thus summarily stated: (1) The power which the monopoly gave to 
the one who enjoyed it to fix the price and thereby injure the public; (2) 
the power which it engendered of enabling a limitation on production; 
and, (3) the danger of deterioration in quality of the monopolized article 
which it was deemed was the inevitable resultant of the monopolistic 
control over its production and sale. As monopoly, as thus conceived, 
embraced only a consequence arising from an exertion of sovereign power, 
no express restrictions or prohibitions obtained against the creation by 
an individual of a monopoly as such. But as it was considered, at least 
so far as the necessaries of life were concerned, that individuals by the 
abuse of their right to contract might be able to usurp the power arbi- 
trarily to enhance prices, one of the wrongs arising from monopoly, it came 
to be that laws were passed relating to offenses such as forestalling, 
regrating and engrossing by which prohibitions were placed upon the 
power of individuals to deal under such circumstances and conditions as, 
according to the conception of the times, created a presumption that the 
dealings were not simply the honest exertion of one’s right to contract 
for his own benefit unaccompanied by a wrongful motive to injure others, 
but were the consequence of a contract or course of dealing of such a 
character as to give rise to the presumption of an intent to injure others 
through the means, for instance, of a monopolistic increase of prices. 
This is illustrated by the definition of engrossing found in the statute, 5 
and 6 Edward VI, chapter xiv, as follows: 

“* Whatsoever person or persons. . . shall engross or get into his or 
their hands by buying, contracting, or promise-taking, other than by 
demise, grant, or lease of land, or tithe, any corn growing in the fields, 
or any other corn or grain, butter, cheese, fish, or other dead victual, 
whatsoever, within the realm of England, to the intent to sell the same 
again, shall be accepted, reputed, and taken an unlawful engrosser or 
engrossers.’ 

“As by the statutes providing against engrossing the quantity en- 
grossed was not required to be the whole or a proximate part of the whole 
of an article, it is clear that there was a wide difference between monopoly 
and engrossing, etc. But as the principal wrong which it was deemed 
would result from monopoly, that is, an enhancement of the price, was 
the same wrong to which it was thought the prohibited engrossment 
would give rise, it came to pass that monopoly and engrossing were re- 
garded as virtually one and the same thing. In other words, the pro- 
hibited act of engrossing because of its inevitable accomplishment of one 
of the evils deemed to be engendered by monopoly, came to be referred 
to as being a monopoly or constituting an attempt to monopolize. Thus 
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Pollexfen, in his argument in East India Company vs. Sandys, Skin. 165, 
169, said: 

“‘ By common law, he said for that that trade is free, and cited 3 Inst. 
81; F. B. 65; 1 Roll. 4; that the common law is as much against ‘ mo- 
nopoly’ as ‘engrossing’; and that they differ only, that a ‘monopoly’ is 
by patent from the king, the other is by the act of the subject between 
party and party; but that the mischiefs are the same from both, and 
there is the same law against both. Moore, 673; 11 Rep. 84. The sole 
trade of anything is ‘engrossing’ ex rei natura, for whoever hath the 
sole trade of buying and selling hath ‘engrossed’ that trade; and whoso- 
ever hath the sole trade to any country, hath the sole trade of buying 
and selling the produce of that country, at his own price, which is an 
engrossing.’ ” 

“ And by operation of the mental process which led to considering as 
a monopoly acts which, although they did not constitute a monopoly 
were thought to produce some of its baneful effects, so also because of 
the impediment or burden to the due course of trade which they produced, 
such acts came to be referred to as in restraint of trade. This is shown 
by my Lord Coke’s definition of monopoly as being ‘an institution or 
allowance . . . whereby any person or persons, bodies politic or corporate, 
are sought to be restrained of any freedom or liberty that they had be- 
fore or hindered in their lawful trade.’ It is illustrated also by the def- 
inition which Hawkins gives of monopoly wherein it is said that the 
effect of monopoly is to restrain the citizen ‘from the freedom of manu- 
facturing or trading which he had before.’ And see especially the opinion 
of Parker, C. J., in Mitchel vs. Reynolds (1711), 1 P. Williams, 181, where 
a classification is made of monopoly which brings it generically within 
the description of restraint of trade. 

“ Generalizing these considerations, the situation is this: (1) That by 
the common law monopolies were unlawful because of their restriction 
upon individual freedom of contract and their injury to the public. (2) 
That as to the necessaries of life the freedom of the individual to deal 
was restricted where the nature and character of the dealing was such as 
to engender the presumption of intent to bring about at least one of the 
injuries which it was deemed would result from monopoly, that is an 
undue enhancement of price. (3) That to protect the freedom of con- 
tract of the individual not only in his own interest, but principally in the 
interest of the common weal, a contract of an individual by which he 
put an unreasonable restraint upon himself as to carrying on his trade 
or business was void. And that at common law the evils consequent 
upon engrossing, etc., caused those things to be treated as coming within 
monopoly and sometimes to be called monopoly and the same considera- 
tions caused monopoly because of its operation and effect, to be brought 
within and spoken of generally as impeding the due course of or being 
in restraint of trade. From the development of more accurate economic 
conceptions and the changes in conditions of society it came to be rec- 
ognized that the acts prohibited by the engrossing, forestalling, etc., 
statutes did not have the harmful tendency which they were presumed 
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to have when the legislation concerning them was enacted, and therefore 
did not justify the presumption which had previously been deduced from 
them, but, on the contrary, such acts tended to fructify and develop trade. 
See the statutes of 12th George III, chapter Ixxi, enacted in 1772, and 
statute of 7 and 8 Victoria, chapter xxiv, enacted in 1844, repealing the 
prohibitions against engrossing, forestalling, etc., upon the express ground 
that the prohibited acts had come to be considered as favorable to the 
development of and not in restraint of trade. It is remarkable that 
nowhere at common law can there be found a prohibition against the 
creation of monopoly by an individual. This would seem to manifest, 
either consciously or intuitively, a profound conception as to the inevitable 
operation of economic forces and the equipoise or balance in favor of the 
protection of the rights of individuals which resulted. That is to say, 
as it was deemed that monopoly in the concrete could only arise from 
an act of sovereign power, and, such sovereign power being restrained, 
prohibitions as to individuals were directed, not against the creation of 
monopoly, but were only applied to such acts in relation to particular 
subjects as to which it was deemed, if not restrained, some of the con- 
sequences of monopoly might result. After all, this was but an instinctive 
recognition of the truisms that the course of trade could not be made 
free by obstructing it, and that an individual’s right to trade could not 
be protected by destroying such right. 

“From the review just made it clearly results that outside of the 
restrictions resulting from the want of power in an individual to volun- 
tarily and unreasonably restrain his right to carry on his trade or busi- 
ness and outside of the want of right to restrain the free course of trade 
by contracts or acts which implied a wrongful purpose, freedom to con- 
tract and to abstain from contracting and to exercise every reasonable 
right incident thereto became the rule in the English law. The scope 
and effect of this freedom to trade and contract is clearly shown by the 
decision in Mogul Steamship Company vs. McGregor (1891), A. C. 25. 
While it is true that the decision of the House of Lords in the case in 
question was announced shortly after the passage of the Anti-Trust Act, 
it serves reflexly to show the exact state of the law in England at the 
time the anti-trust statute was enacted. 

“In this country also the acts from which it was deemed there 
resulted a part if not all of the injurious consequences ascribed to mo- 
nopoly, came to be referred to as a monopoly itself. In other words, 
here as had been the case in England, practical common sense caused 
attention to be concentrated not upon the theoretically correct name to be 
given to the condition or acts which gave rise to a harmful result, but 
to the result itself and to the remedying of the evils which it produced. 
The statement just made is illustrated by an early statute of the Province 
of Massachusetts, that is, chapter xxxi of the laws of 1778-79, by which 
monopoly and forestalling were expressly treated as one and the same 
thing. 

“Tt is also true that while the principles concerning contracts in 
restraint of trade, that is, voluntary restraint put by a person on his right 
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to pursue his calling, hence only operating subjectively, came generally to : 
be recognized in accordance with the English rule, it came moreover to 
pass that contracts or acts which it was considered had a monopolistic 
tendency, especially those which were thought to unduly diminish com- 
petition, and hence to enhance prices—in other words, to monopolize— 
came also in a generic sense to be spoken of and treated as they had 
been in England, as restricting the due course of trade, and therefore as 
being in restraint of trade. The dread of monopoly as an emanation of 
governmental power, while it passed at an early date out of mind in this 

country, as a result of the structure of our government, did not serve to 

assuage the fear as to the evil consequences which might arise from the | 
acts of individuals producing, or tending to produce the consequences of 
monopoly. It resulted that treating such acts as we have said as amount- i 
ing to monopoly, sometimes constitutional restrictions, again legislative 
enactments or judicial decisions, served to enforce and illustrate the pur- 

pose to prevent the occurrence of the evils recognized in the mother 
country as consequent upon monopoly, by providing against contracts or 
acts of individuals or combinations of individuals or corporations deemed 
to be conducive to such results. To refer to the constitutional or legis- 
lative provisions on the subject or the many judicial decisions which 
illustrate it would unnecessarily prolong this opinion. We append in 
the margin a note to treatises, etc., wherein are contained references to 
constitutional and statutory provisions and to numerous decisions, etc., 
relating to the subject. 

“It will be found that as modern conditions arose the trend of legis- 
lation and judicial decision came more and more to adapt the recognized 
restrictions to new manifestations of conduct or of dealing which it was 
thought justified the inference of intent to do the wrongs which it had 
been the purpose to prevent from the beginning. The evolution is clearly 
pointed out in National Cotton Oil Company vs. Texas, 197 U. S. 115, 
and Shawnee Compress Company vs. Anderson, 209 U. S. 423; and, in- 
deed, will be found to be illustrated in various aspects by the decisions 
of this court which have been concerned with the enforcement of the act 
% we are now considering. 

s “Without going into detail, and but very briefly surveying the whole 
cc: field, it may be with accuracy said that the dread of enhancement of prices 
a and of other wrongs which it was thought would flow from the undue 
limitation on competitive conditions caused by contracts or other acts of 
individuals or corporations, led, as a matter of public policy, to the pro- 
hibition or treating as illegal all contracts or acts which were unreason- 
ably restrictive of competitive conditions, either from the nature or char- 
acter of the contract or act or where the surrounding circumstances were 7. 
such as to justify the conclusion that they had not been entered into or 
performed with the legitimate purpose of reasonably forwarding per- 
sonal interest and developing trade, but on the contrary were of such 
character as to give rise to the inference or presumption that they had 
been entered into or done with the intent to do wrong to the general 
public and to limit the right of individuals, thus restraining the free flow 
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of commerce and tending to bring about the evils, such as enhancement 
of prices, which were considered to be against public policy. It is equally 
true to say that the survey of the legislation in this country on this 
subject from the beginning will show, depending as it did upon the 
economic conceptions which obtained at the time when the legislation 
was adopted or judicial decision was rendered, that contracts or acts 
were at one time deemed to be of such a character as to justify the 
inference of wrongful intent which were at another period thought not 
to be of that character. But this again, as we have seen, simply followed 
the line of development of the law of England.” 


Continuous Audit for Seattle Accounts 


The finance committee of the city council of Seattle, Washington, has 
under consideration the matter of employing an auditing firm to make a 
continuous audit of the books of the city. 

In support of the plan the Seattle /ntelligencer recently published the 
following editorial: 

“ The city council has before it for consideration the offer of a firm of 
certified accountants to make a continuous audit of the books of each 
officer of the city. Whether the city does or does not accept the par- 
ticular offer made, the suggested innovation seems sound, and one which 
should be carried into effect, if it can be done within the provisions of 
the city charter. 

“The employment of an outside firm of certified accountants to make 
continuous audits of the books of large mercantile establishments has 
come into marked favor in different parts of the country. Such work 
operates as a complete and independent check upon the auditing of the 
concern, serves to prevent any carelessness or wrongdoing on the part 
of the private employes, and the suggestions made by the outside auditor 
often make for greater efficiency in the manner of the conducting of the 
auditing and bookkeeping of the private concern. 

“In Great Britain the law makes it compulsory that every corporation 
should have its accounts audited at least once a year by a firm of cer- 
tified accountants, having no connection with the corporation. This is 
for the protection of the stockholders and the public, and the balance 
sheets thus prepared give the investor and the creditor information which 
is not had about similar concerns in this country. 

“The private auditing of public accounts has been resorted to here 
often in the past, but only after some irregularity or malfeasance has 
pointed the necessity of such auditing. Uniformly serious irregularities 
have been disclosed, even when no acts of criminality are brought out. 

“ Under a system of continuous auditing of accounts by a private firm 
with a reputation for accuracy to preserve and with no interest in the 
affairs of any city official, it is safe to say that irregularities will not be 
permitted to ripen into actual abuses, and that the public employes will 
themselves be safeguarded against temptation to go wrong.” 
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bringing about a uniform American standard for C. P. A. examinations, is the abject of this 


C. P. A. Question Department 


Conducted by Greenpiincer, M.C.S., C.P.A. 


Ceiticlam and exchange of ideas will clear many doubt and at the same time improve 
To solve, compare and criticise C. P. A. problems and thereb aid in 


ent. With the aid of suggestions and criticisms from the professional brethren, it 
y be achieved. Inquiries will be cheerfully answered. 


Following are the papers in Theory of Accounts, Auditing and Com- 
mercial Law, set by the New York State Board of Accountancy at the 
recent examination with some representative answers to each paper. 


THEORY OF ACCOUNTS 
Tuesday, January 31, I91I—9:15 A.M. to 12:15 P.M., only. 


Group I 


1. Define the following terms as applied to accounting: (a@) nominal, 
(b) accrued, (c) deferred, (d) net profit, (e) capital. 

2. Explain fully in what way, if at all, the following should enter into 
trading and profit and loss statements, with reasons for inclusion or 
exclusion: (a) partners’ salaries, (b) profit on sale of real estate, (c) 
partners’ drawings, (d) overvaluation of opening inventory, (e¢) esti- 
mated losses in realization of trading assets. 

3. Explain method by which the net result of a double entry profit 
and loss account may be proved by use of resources and liabilities. 

4. Submit “pro forma” entries covering and incidental shipment of 
goods to a factor, prepayment of freight, receipt of advances, receipt of 
account sales with cash to cover balance due, and closing of account. 

5. Submit rulings for correlated cash book, purchase book and sales 
book, to classify purchases and sales in three divisions and to provide for 
miscellaneous purchases. Provision must be made to record cash sales 
in sales book and in cash book and for customers’ and creditors’ con- 
trolling accounts. Submit “pro forma” monthly summary entries for 
the foregoing books. 


Group II 


6. Define (a) scrip, (b) stock right, (c) amortization, (d) deprecia- 
tion, (e) consolidated balance sheet. 

7. A mortgage provides for a sinking fund to be accumulated in the 
hands of a trustee from profits prior to dividend payments. Prepare 
skeleton balance sheet to disclose the state of the fund, dividends de- 
clared and payable, appropriation of profits for purpose of the fund and 
an unappropriated surplus. What effect would losses in excess of such 
unappropriated surplus have on the sinking fund? 

8. State and differentiate, for balance sheet purposes, the rules of valu- 
ation that apply in the following: (a) long-time bonds bought at a pre- 
mium for investment, the market value of which has advanced, (b) 


226 


| 

> 

j 

| 

j | 

— 

q 

; 

| 

q 

4 


C. P. A. Question Department 


dividend-paying stocks bought for investment, the market value of which 
has declined, (c) long-time bonds bought at a discount for speculation, 
the market value of which has advanced, (d) real estate (land) that has 
appreciated. 

9. State fully reasons for or against the use of cash receipts and pay- 
ments on account of trading, as a basis for imposition of a tax on cor- 
porate incomes. 

10. Submit rulings of transfer journal suitable to record heavy trans- 
fers of a listed stock and all necessary transfer records to be used there- 
with. Explain fully the use of each record and its relation to the others. 


Group III 


11. Define (a) revenue balance sheet, (b) work in process, (c) by- 
product, (d) deficiency account in insolvency, (e¢) final accounting. 

12. Show the method and the advantages in cost accounting of the 
process of articulating the general ledger, factory ledger, and stores 
ledger by summary accounts. 

13. State the powers of the Public Service Commissions in respect to 
the accounts of common carriers. What supervision is exercised over 
additional issues of notes, bonds, and stocks? 

14. Outline accounting procedure necessary to prepare schedules in 
bankruptcy under the United States Bankruptcy Act. State schedules in 
their order and give substantially what each should contain. 

15. Submit rulings and describe operation of essential general office 
books suitable for accounts of a small railroad with gross earnings of 
less than $500,000 a year. 


AUDITING 
Wednesday, February 1, 1911—1:15 to 4:15 P.M., only. 


Group I 


1. State the objects to be attained by an audit. 

2. State the steps necessary to verify the cash receipts and payments 
for a period, including the resultant cash balance. 

3. Draft instructions for client to follow in monthly reconciliation of 
cash, as basis for your audit. 

4. In the case of an unexplained absence of a bookkeeper who has had 
the entire charge of a set of partnership books, state the steps that 
should be taken to determine whether or not irregularities had been 
committed. 

5. The machinery used by a firm has been purchased on the instalment 
plan, with monthly payments, and under the stipulation that the title 
shall pass only when the last payment has been made; at the close of 
the fiscal year there are yet several payments to be made. The firm also 
pays a royalty on the output of some of the machines secured by this 
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plan. How should the auditor in his annual statements deal with the 
machinery, the instalments paid, and the royalty? 


Group II 


6. State the method and the objects of an analysis of bills payable 
account. 

7. State, in the order of their importance, five rules for the guidance 
of a junior in starting on his first audit. 

8. Outline working papers and office records necessary to handle de- 
tailed semi-annual audit of a wholesale mercantile house. 

g. State precautions that you would take in verification requiring sev- 
eral days’ work, of the securities of an insurance company, including both 
stocks and bonds in negotiable and non-negotiable form. 

10. A corporation has branches in twenty cities, each selling at retail 
its standard product and paying local bills from receipts. State matters 
on which the traveling auditor of the corporation should report and sug- 
gest suitable forms therefor. 


Group III 


11. A client who has a beneficial interest in the “corpus” of an estate, 
employs an accountant to conduct a complete audit. State the points on 
which the accountant should particularly report. 

12. In case it is expedient to have a local accountant audit the ac- 
counts of a branch office of a wholesale trading firm for which you con- 
duct the general audit, state matters on which you would require a report. 
The branch sells goods, collects from customers, pays all local expenses, 
and remits cash in round amounts to home office. 

13. In what way, if at all, would you report the fact that a trusted 
office manager had overdrawn his salary amount at various times, in no 
case more than $300, all of which had been returned before the time of 
the annual audit? State reasons fully. 

14. A balance sheet audit discloses satisfactory conditions with the 
exception of insufficient allowance for losses in collection of accounts 
receivable. In case the client should not consent to adjustment, draft 
form of certificate that would be proper under the circumstances. 

15. State the arrangement of a report in which it is desired to present 
balance sheet with supporting schedules of accounts receivable, accounts 
payable, bills receivable and bills payable, and profit and loss account, 
together with comment on extraordinary features of the business. 


COMMERCIAL LAW 
Thursday, February 2, 191I—9: 15 A.M. to 12:15 P.M., only. 


Group I 


1. Define the following: contract, partnership, bailment. 
2. Define the following: lien, “del credere” commission, statute of 
limitations, devisee, executor. 
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3. What is a corporation? Mention the three important particulars 
in which a corporation differs from a partnership. 

4. What is a “ voting trust” and in general how far are voting trusts 
valid? What is an “ultra vires” act by a corporation? If a corporation 
has contracted to do such an act, may the other party enforce the con- 
tract against the corporation? Explain. 

5. What are the main points of difference between a promissory note 
and a bill of exchange? How does a check differ from an ordinary bill 
of exchange? Give an illustration of the proper way of signing a nego- 
tiable instrument for (a) a corporation by an officer, (b) an individual 
or firm by an agent or attorney. 


Group II 


6. For what purposes may a trust be created in the State of New 
York? 

7. Give the steps necessary for the formation of a corporation under 
the Business Corporations Law. 

8. Give in substance the provisions of the statute for the formation 
of limited partnerships; also, in brief, the powers and duties of a special 
partner. 

9. What is the legal rate of interest on ordinary loans of money in 
the State of New York? Are bankers empowered to take a higher rate 
on discounting ordinary paper? Under what conditions, if any, may a 
banker take whatever rate of interest is agreed on by the borrower? 
What are the penalties for taking usurious interest? What is the general 
rule for computing interest on an account on which payments are made 
from time to time when no stipulation has been expressed? 

10. Within what time must a domestic stock corporation, or a foreign 
stock corporation doing business in this state, file its annual report? Is 
any exception made in the case of a stock corporation doing business 
without the United States? What must such annual report show? By 
whom must such report be signed, by whom verified by oath, and in what 
offices must the same be filed? What penalty attaches for failure to file 
such report? Is it necessary to file such a report after the corporation 
has passed into the hands of a receiver? 


Group III 


11. A, the owner of real estate which came to him on the part of his 
mother, dies intestate, leaving no children or descendants, but a father 
and mother, brother and two nephews, children of a deceased sister; to 
whom does the estate descend and in what proportions? Suppose the 
estate had come to A by purchase; to whom would it go? 

12. A banker takes for safe keeping a package of money and securi- 
ties marked with the depositor’s name. The package is soon after stolen 
by the banker’s cashier, who has hitherto borne a good reputation and 
has in no way excited suspicion. Is the banker liable? What is the 
principle? 
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13. A father conveyed land to his son on his covenanting to pay an 
annuity to his mother during her widowhood; in case he fails to pay 
such annuity, may the mother maintain an action on the covenant so made 
for her benefit, she not being a party to the contract? Explain. 

14. In case one receives from the treasurer of a corporation, in pay- 
ment of such treasurer’s individual debt, a check of the corporation 
signed by such treasurer, will an action lie against the payee by the cor- 
poration to recover the amount paid if the payee takes such check with- 
out any inquiry and the moneys are in fact misappropriated by the treas- 
urer? Explain. 

15. The plaintiff agreed, specifying price, to build and deliver cars to 
the defendant, who was to furnish iron boxes necessary to their comple- 
tion; they were completed, except so far as prevented by the default of 
the defendant in not furnishing the boxes, when the cars were destroyed 
by fire while in the possession of the plaintiff and without his fault. In 
a suit upon the contract for his labor and materials, should plaintiff suc- 


ceed? Give reasons. 


Answers 
THEORY OF ACCOUNTS 


Group I 


1. (a2) Nominal accounts are those accounts which record the transac- 
tions relating to revenue and expenses and which are closed at the end of 
a fiscal period by transferring the balances to the trading, income or profit 
and loss accounts. 

(b) Accrued accounts represent assets or liabilities in course of accu- 
mulation but not due at the time of closing the accounts. 

(c) Deferred accounts represent assets or liabilities which are due at 
the time of closing the accounts but which will not be settled until some 
subsequent date. 

(d) Net profit is the balance to the credit of an account after all 
proper charges and credits have been posted; thus net trading profit will 
be the credit balance in the trading account, but net profits is usually 


understood to be profits before distribution. 
(e) Capital is the sum of the assets invested in an enterprise. 


2. (a) Partners’ salaries should be charged to profit and loss, as the 
result of trading operations should be arrived at independently, and part- 
ners’ salaries are a part of the expense of administration. 

(b) Profit on sales of real estate do not enter into trading account or 
profit and loss account. They are an increase in capital investment and 
go direct to surplus account. 

(c) Partners’ drawings do not affect trading account or profit and loss 
account. They go direct to partners’ accounts, because they are drawn 


against anticipated profits. 
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(d) Overvaluation of inventory should be carried to capital account; 
otherwise to surplus account and not allowed to affect the current profit 
and loss account. 

(e) Estimated losses in realization of trading assets should be charged 
to profit and loss direct in order not to disturb the results of current 
transactions as these estimates may or may not materialize. 


3. The net results of a double entry profit and loss account may be 
proved by comparing the difference between the assets and liabilities at 
the beginning and at the end of the fiscal period. The difference will 
equal the balance in profit and loss account. 


4. 1) 
Faster A. Ca $3,000 
To charge A. & Co. with shipment. 
(2) 
Freight on shipment. 
Cash D $2,500 
Payment on account received. 
(4) 
Cash. $1,000 
Balance of account sales. 
(5) 
Bester AB Ge. $400 


To charge A. & Co, with amount to make up difference between pro 
forma price and proceeds. 


To close former account and credit sales with proceeds of consignment. 


Group II 


6. (a) Scrip is an evidence of issue of a fractional share of stock. 

(b) Stock right is the option of a holder of stock to subscribe to a 
new issue. 

(c) Amortization is the reduction during the term of a security pur- 
chased at a premium to its redemption value. 

(d) Depreciation is the periodical writing off of the value of an asset 
by an amount representing its wear and tear and obsolescence. 
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(e) A consolidated balance sheet is a balance sheet incorporating the 
assets and liabilities of several companies in one statement. 


7. BALANCE SHEET, DECEMBER 31, IQI0. 


Such loss would have no effect upon sinking fund provided it did not 
exceed both surplus unappropriated and dividends deferred. If such loss 
did exceed these two items, then the total amount called for could not be 
placed in sinking fund. 


8. (a) Long-time bonds for investment should appear in the balance 
sheet as par, the premium reduced by periodical amortization. 

(b) Dividend-paying stocks should be shown at purchase price. The 
market fluctuations of investments should not affect the balance sheet 
valuation. 

(c) Bonds bought for speculation may be shown at market price, be- 
cause this will affect the amount available for distribution as dividends or 
profits, and as this was the purpose of the purchase it is legitimate to 
revalue at realizable figures. 

(d) Land that has appreciated should not in general be revalued ex- 
cept when the balance sheet is prepared with a view of selling the enter- 
prise or for some similar purpose. Going concerns should not be revalued 
except at intervals. 


g. A tax on corporate income should not be based on cash receipts and 
disbursements, as the difference between them is not the measure of the 
income. Without taking into account the unpaid liabilities and the un- 
realized assets, the income available for dividends cannot be determined, 
as it may happen that the cash disbursements exceed the receipts and 
vice versa. 


Group III 


11. (a) Revenue balance sheet contains, in addition to regular items 
noted in the balance sheet, a condensed revenue and expenditure account, 
showing how the profit or loss for the period was ascertained. 

(b) Work in process is a term given to partly finished goods that are 
being manufactured. 

(c) By-product is a term given to a manufactured article that is made 
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from the waste of materials used in manufacturing the goods for which 
the business is operated. 

(d) Deficiency account in insolvency is the name used to describe that 
account which summarizes those items which cause the loss in the busi- 
ness and show how such loss was incurred. 

(e) Final accounting is a term used to describe the report rendered by 
an executor, administrator or trustee upon the final winding up and dis- 
tributing of the estate in their charge or for the period for which they 
have been appointed. 


12. By summary accounts in the general ledger the total of all aggre- 
gate transactions as recorded in the factory and stores ledgers are car- 
ried to these controlling accounts in the general ledger. The advantages 
are that the general ledger shows in summary form the factory and stores 
accounts, thus relieving the general bookkeeper from detail in connection 
therewith. The factory and stores accounts as recorded in their respec- 
tive general records show the details which allow control of all operations 
and supplies having to do with cost accounting. These records are gen- 
erally kept at the factory and stores respectively, the clerks in charge giv- 
ing such summary entries as will enable the general bookkeeper to incor- 
porate the transactions in total upon his general ledger. 


13. The Public Service Commissions exercise general supervision over 
the accounts of common carriers in order to secure uniformity in the re- 
ports rendered and to make possible intelligent comparison. They may 
prescribe the accounts to be kept and the items which shall enter these 
accounts, but not how much of the income shall be spent for a particular 
purpose. They may prescribe that depreciation accounts shall be kept, but 
the rate of depreciation must necessarily vary with different enterprises. 
Additional issues of securities must be authorized by the commissions, the 
basis for the new issue being in general the additional value put into the 
property or increased earning power. 


14. The bankruptcy laws state that it is the duty of the bankrupt to 
file schedules as follows: 

First, of all his property and where located. 

Second, of all creditors as to their names, amounts due, consideration 
given and if they hold any security for their claims. 

Third, schedule of all property which the bankrupt claims to be exempt 
under his State laws. 

The accounting procedure is as follows: 

First, obtain all books and records. 

Second, build up the schedules, as heretofore mentioned, from all 
sources possible. 

Third, I think I should prepare a list of prior debts. 

Fourth, although the laws do not state that a schedule be drawn show- 
ing cause of bankruptcy, still, if I am employed by the bankrupt, I would 
draw up such statement, as the laws state that the bankrupt must answer 
all questions relating to the cause of his insolvency. 
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AUDITING 


Group I 


1. A systematic inspection of all books of accounts and subsidiary 
books, the object being to prove the accuracy of all transactions therein, 
and to run down all fraudulent entries, technical errors and errors of 
principle. As fraudulent errors are covered by technical errors, a thor- 
ough audit is desirable, but where time is limited, by the use of tests, fair 
accuracy can be attained. 


2. The necessary steps to verify cash receipts and payments for a 
period including resultant cash balance are: 

First. Verify cash receipts by checking with receipt book, if one is 
kept, otherwise with record of deposits made as shown by deposit slips or 
with bank pass books. 

Second. Verify all payments with proper vouchers. If any are miss- 
ing checks properly endorsed may be used, but attention should be called 
to the fact. 

Third. Foot cash book and reconcile balance with cash on hand and in 
bank, by counting cash and by proving bank balance as shown by pass 
book or bank statement. 


3. All cash received should be deposited and all payments should be 
made through bank. Petty cash should, when necessary or every month, 
be reimbursed by check drawn to order of petty cash and charged to petty 
cash. At the end of the month the bank pass book should be sent to the 
bank and balance as shown by bank at end of month entered or bank 
statement required. Checks paid by bank during month should be put in 
order and the list of outstandings drawn off. Bank balance less outstand- 
ings should agree with balance shown by cash book. Balance shown by 
petty cash book should agree with cash on hand. 


4. First a careful examination of the method of keeping the books and 
accounts should be made in order to determine the most likely means of 
concealing a defalcation. The cash balance should be verified by count 
and bank certificate, the cash book footed and proper vouchers seen for 
expenditures. The daily receipts in the cash book should be compared 
with daily deposits, the deposit slips being obtained from the bank to ascer- 
tain that the receipts of one day have not been used to cover an old de- 
falcation. In addition, if permitted to do so, statements should be sent to 
customers requesting them to confirm the correctness of the balances. 
Similar confirmation should be obtained of accounts payable and any out- 
standing paper or rediscounts. Other lines of investigation will be sug- 
gested by the nature of the business, always bearing in mind the relation 
to the cash, as that is almost invariably the medium of the defalcation. 


5. Show machinery as an asset at its full cost price and show, on the 
other side, full liability for unpaid installments. This liability would, of 
course, not be included with other accounts payable but would be shown 
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as a separate item and properly labeled. The asset also should not be 
shown included with other machinery but should appear as separate item, 
labeled installments machinery or some other appropriate title. The rea- 
son for this is that as a going concern they, to all intents and purposes, 
own the machinery, even though title has not passed. There is no reason 
to assume that a going concern will not pay the balance and get title. 
Practically, therefore, they are interested in the amount of their liability 
for unpaid installments and the total cost of the machinery. The royalties 
on the output would be a charge against the income from the output. 


Group II 


6. The method would be to trace each debit and credit to its original 
source. That would include the inspection of paid notes charged by the 
bank and should also include an analysis of interest paid. The object 
would be to ascertain whether there were any liabilities on account of 
notes payable that were not shown on the books. When a note was paid, 
as shown by the books, it would be necessary to assure one’s self that it 
had not been renewed. It should also be ascertained whether the pro- 
ceeds of notes actually went into the business and were not converted by 
a partner or officer to his own use. 


7. (1) Absolute secrecy concerning client’s affairs. 

(2) Accuracy, not speed, to be sought for. 

(3) Be tactful. 

(4) Take nothing for granted. 

(5) When in doubt as to matters of accounting, refer matter to your 
principal or your office, but not to bookkeeper or client. 


8. It is assumed that a principal and at least three assistants are 
needed. Each man should be given a time statement of the job, which 
should show a job number rather than the name of client. It should be 
ruled so as to provide for different kinds of work, such as footing cash 
book, checking to ledger, etc., showing amount spent on each kind of 
work. To the principal should be given working papers, which should at 
least contain the following: 

(a) Analysis of audit, showing at top the several months comprised 
in audit and at the side the different steps to be taken. As each step is 
completed the initials of man in charge of that transaction, whether prin- 
cipal or some one designate:i by him, should be put opposite the descrip- 
tion and under the proper month. 

(b) A sheet on which are given the figures of trial balance at end of 
previous period, so that principal may parallel figures at end of half year. 
If books are to be closed, additional column should be provided for 
“closing and adjusting” entries, and finally two columns left for con- 
densed balance sheet. 

(d) Forms for all adjustments made, providing space for full descrip- 
tion. These are the main papers. In addition, analysis paper and a con- 
venient form for notes and memoranda are handy. 
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9. If possible, obtain full control of all securities, holding them long 
enough to list them as to date of maturity, name, amount carried on book, 
interest, rate, par value, whether negotiable or non-negotiable, etc., 
whether any are used as collateral or deposited with a bank or other in- 
stitution. Secure a certificate to that effect. They should be verified with 
stock quotations, and where this is impossible through other sources to 
obtain their fair value; also that a proper amount has been set aside to 
take care of bond discount and bond premium accounts. 


10. Should report on all matters germane to the company’s affairs. 
Amount of cash on hand and in bank; verify book debts receivable and 
bills receivable as well as the accounts and bills payable; should examine 
sales journal or records, purchase receipts and disbursements, checks out- 
standing, amount of overdue accounts receivable and bills receivable; 
verify amount of inventory by percentage tests or in other ways; verify 
all entries; verify any commissions, pay-rolls, petty cash items, etc., all of 
which should be embodied in report in proper form. 


Group III 


11. Accountant should obtain copy of will and inventory, would then 
prepare an accounting from the check book and other records to verify 
the executor’s accounting. He should see that all items contained in the 
appraiser's inventory had been duly accounted for and that no property 
had been wrongfully disposed of. Should see that the terms of the will 
had been complied with; that all increase in values and securities, and 
income such as rents, interest on mortgages, etc., had been properly col- 
lected and accounted for; see that payments for testamentary expenses 
are properly vouched and not excessive, as well as any expenditures in- 
curred for expenses of property owned; should examine particularly the 
schedule of debts due by the deceased; verify the amounts, that value was 
properly received, and whether the bills are properly chargeable to the 
estate; should examine carefully payments to legatees and next of kin; 
verify the authority for payments by reference to the will, ascertaining if 
payments had been made to any one legatee in excess of their share. A 
verification of advances account of executor’s commissions, etc., should 
also be made and the cash balance verified. 


12. Verification of cash on hand, checks outstanding, cash book entries, 
discounts and allowances, sales journal, footings and postings. Verify 
outstanding accounts receivable and payable; see that all invoices were 
properly entered; that inventory of goods on hand was properly certified ; 
footings correct, properly entered on books and no extraordinary increase 
or dead stock was included therein; verify cash disbursements for labor 
and materials; see that liabilities on notes discounted had been properly 
entered on statement; verify report rendered to main office and particu- 
larly amount of balance due main office. Investigate any extraordinary 
expenses or advances, etc., and also verify commission accounts. 


13. The auditor should be guided entirely by his judgment and the 
conditions as he finds them. Where such overdrawing is done with the 
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knowledge of the firm, the auditor, knowing that they have such knowl- 
edge, the matter should not be reported at all. Where it is done without 
the knowledge of the firm it would seem as though the manager was not 
anxious to have the firm know about it; hence he is returning the money 
before the audit. In this case the auditor should not take any chances, 
and had better mention it to the firm and learn whether they are in favor 
of such a practice or whether they object to it. The matter, if brought 
to the attention of the firm, should not be embodied in the written report. 


14. In our opinion, the profit and loss account and balance sheet at- 
tached substantially discloses the progress of the business to date and its 
position at this date, with the exception that an insufficient allowance has 
been made for losses in collection of accounts receivable. 


15. The arrangement of the report will be as follows: 

First, presentation page addressed to client, setting forth the object of 
the engagement and stating the number of pages of comments and the 
designating letter or number of each statement and schedule. 

Second, comments on extraordinary features of the business following 
the order of the items as they appear in the attached statements and 
schedules. 

Third, Exhibit A, balance sheet, with reference opposite the respective 
items to attached schedules. 

Fourth, Exhibit A, schedule I, accounts receivable; exhibit A, sched- 
ule II, bills receivable; exhibit A, schedule III, accounts payable; exhibit 
A, schedule IV, bills payable. 

Fifth, Exhibit B, statement of profit and loss, referring to balance sheet 
after balance in the profit and loss account. 


COMMERCIAL LAW 


3. “A corporation aggregate of many is invisible, immortal, and rests 
only in intendment and consideration of the law. They cannot commit 
treason, nor be outlawed, nor excommunicated, for they have no souls, 
neither can they appear in person, but by attorney. A corporation aggre- 
gate of many can’t do fealty, for an invisible body can neither be in 
person nor swear; it is not subject to imbecilities or death of the natural 
body and divers other cases.” Jn re Sutton’s Hospital (10 Coke’s Rep. 
I, 32), decided in 1683. 

Seymour Thompson's definition of a corporation: “A private cor- 
poration is a voluntary union of persons, joined together by written arti- 
cles of association or incorporation under legislative authority, or by 
special statute on proper application to the legislature, to accomplish 
some pecuniary or ideal purpose authorized by the governing body of a 
state. Its leading features are that it has a continuous succession during 
the period prescribed for its existence, an individual name by which it 
may enter into contracts and sue and be sued, acting as a unit in respect 
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to all matters within the scope of the purposes for which it is created, 
and a distinct existence or legal entity separate and distinct from the 
natural persons composing it. The essential idea of a corporation is that 
it has “the capacity to exist and act within the powers granted, as a 
legal entity, apart from the individual or individuals who constitute its 
members.” (Andrews Bros. Co. vs. Youngstown Coke Co., 30 C. C. A. 
293, 86 Fed. 585; 1 Ky. Corporations, 7-) Thompson on Corporations, 
Second Edition, Sec. 2. 

Chief Justice Marshall’s definition of a corporation: “ A corporation 
is an artificial being, invisible, intangible, and existing only in contempla- 
tion of law. Being the mere creature of law, it possesses only those 
properties which the charter of its creation confers upon it, either ex- 
pressly or as incidental to its very existence. These are such as are 
supposed best calculated to effect the object for which it was created. 
Among the most important are immortality, and, if the expression may 
be allowed, individuality; properties by which a perpetual succession of 
many persons are considered as the same, and may act as a single indi- 
vidual. They enable a corporation to manage its own affairs, and to hold 
property without the perplexing intricacies, the hazardous and endless 
necessity, of perpetual conveyances for the purpose of transmitting it 
from hand to hand. It is chiefly for the purpose of clothing bodies of 
men in succession with these qualities and capacities that corporations 
were invented, and are in use. By these means, a perpetual succession 
of individuals are capable of acting for the promotion of the particular 
object, like one immortal thing.” Per Chief Justice Marshall, in Dart- 
mouth College Case, Dartmouth College vs. Woodward, 4 Wheat, 518. 

While the question states, “mention the three important particulars 

.’ there are more than three, namely: (a) how created, (b) how 
entered, (c) the realization of members to the whole, (d) liability of 
members to creditors, etc. 

6. Paragraph 20 of the General Corporation Law provides as follows: 
“A stockholder may by agreement, in writing, transfer his stock to any 
person or persons for the purpose of vesting in him or them the right 
to vote thereon for a time not exceeding five years upon terms and 
conditions stated.” Any such agreement must be open to the partici- 
pation of every other stockholder of the corporation, if desired, and a 
duplicate of every such agreement must be filed in the principal office of 
the corporation, and be opened to the inspection of every stockholder 
during business hours. The stock of the members entering the trust 
must be surrendered and reissued in the names of the trustees, and the 
fact that the latter are trustees must appear both on the certificates and 
on the books of the corporation. 

7. A business corporation is formed in New York under the Business 
Corporations Law (Ch. 4 of the Consolidated Laws of 1909) as follows: 

Prepare three (3) copies of a certificate of incorporation. These cer- 
tificates should be signed and acknowledged by the incorporators. Send 
two (2) of them to the Secretary of State, with directions that one (1) 
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be filed and the other be returned as a certified copy of the original. 
The fees of the Secretary of State are Ten ($10.00) Dollars for filing 
the certificate, and fifteen (15) cents per folio for recording; for certi- 
fying the copy, One ($1.00) Dollar. At the same time the organization 
tax should be sent to the State Treasurer. The tax amounts to fifty 
(50) cents per thousand dollars of the total authorized capital stock 
stated in the certificate; minimum tax, Five ($5.00) Dollars. The State 
Treasurer will send one receipt to the Secretary of State, who will attach 
it to the certificate of incorporation, together with a statement of the 
amount and date of payment of the tax, and will then file and record 
the certificate of incorporation and will notify the person from whom 
he received it that it has been filed. The State Treasurer will also send 
a duplicate receipt to the remitter, which duplicate receipt should be at- 
tached to the third copy of the certificate, which is termed a duplicate 
original—the other original being filed by the Secretary of State. The 
duplicate original should then be filed in the office of the County Clerk in 
which the principal office of the company is to be located. The County 
Clerk’s fees are: Filing fee, six (6) cents per folio; recording fee, ten 
(10) cents per folio. 

The certificate of incorporation should contain the following clauses: 

(1) The name of the proposed corporation, which must be in the 
English language, and must not conflict with the name of any existing 
domestic corporation or of any foreign corporation authorized to do busi- 
ness in the state. The name should not contain any of the following 
words: “ Trust,” “bank,” “ banking,” “ insurance,” “assurance,” “ indem- 
nity,” “guaranty,” “guarantee,” “title,” “ savings,” “investment,” “loan,” 
“benefit,” “college,” or “ university.” 

(2) The purpose or purposes for which it is to be formed. A cor- 
poration may be formed in New York State for any lawful purposes 
other than those provided for by the moneyed corporations law, the bank- 
ing, the insurance, the railroad, the transportation corporations law, and 
the educational law. Corporations may not be formed in New York to 
practice law, medicine, or dentistry. (Business Corporations Law, Sec- 
tions 2 and 2a.) 

(3) The amount of the capital stock, and, if any portion be preferred 
stock, the preferences thereof. Preferred stock may be deprived of vot- 
ing power. (People vs. Koenig, 133 App. Div. 750.) 

(4) The number of shares of which the capital stock shall consist, 
each of which shall not be less than Five ($5.00) Dollars, nor more than 
One Hundred ($100.00) Dollars, and the amount of capital not less than 
Five Hundred ($500.00) Dollars, with which said corporation will begin 
business. 

(5) The city, village, or town in which its principal business office is 
to be located, and, if in New York City, the borough therein in which 
it is to be located. 

(6) Its duration, which may be perpetual. 

(7) The number of its directors, no less than three (3). 
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(8) The names and post-office addresses of the directors for the first 
year. At least one of the directors must be a resident of the State of 
New York. The directors need not be incorporators or subscribers for 
stock. (163 N. Y. 423.) 

(9) The names and post-office addresses of the subscribers to the 
certificate, and a statement of the number of shares of stock each agrees 
to take in the corporation. The incorporators should consist of three or 
more natural persons of full age, at least two thirds (4) of whom must 
be citizens of the United States, and at least one a resident of the State 
of New York. Each incorporator must subscribe for at least one (1) 
share of stock. 
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